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PREFACE TO THE SECOND EDITION 

' This is the Second and considerably enkrged 
edition of the booklet that appeared under the same 
title over two years ago. 

In this edition an attempt has been made to give 
a broad picture of the economic resources and problems 
of Pakistan with particular reference to the policies 
pursued by the Government of the country with a 
view to solving these problems. Wherever considered 
necessary, the subjects have been pre«ynied in their 
historical perspective lipking post partition develop- 
ments with those that took place in these areas before 
the birth of Pakistan as a separate state. 

The writer wishes to point out that some of the 
histbrical material used in this book was contributed by 
him to another work produced in collaboration before 
the partition. He has taken care, however, to use only 
his personal contributions to that work. Some of the 
material of this book has already been published in the 
'form of articles or monographs. 

Since the production of this work has been spread 
over a period of two years, data had to be revised again 
and again as new and up-to-date facts became available. 
Due to gaps in the available and accessible data the 
presentation could not be made as uniform and complete 
as one would have liked. Every effort, however, has 
been made, with all the limitations of the effort of a 
private individual, to approach original 'sources, failing 
which reliable second hand sources have been tapped, 
;The writer is grateful to all these sources. In 
particular he wishes to thank the Finance Secretary 
Government of Pakistan, the Finance Secretaries of the 
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Provincial Government of E. Bengal^ N. W. F. P. and 
the Punjab for their kindness in supplying him copies of 
their Budgets. He is further grateful to the Governor 
of the State Bank^ the Economic Advisor^ Director 
Department of Commercial - Intelligence and Statistics 
and the Co-operation and Marketing Advisor^ Govern- 
ment of Pakistan, for making available to him the 
necessary data about their respective spheres of juris- 
diction. 

At the end the writer wishes to thank 
Mr. Mohammad Amin B.A. LL. B. of the Publisher’s 
United whose hard and sustained labour has enabled 
this work to be published much earlier than seemed 
originally possible. 

S. M. Akhtar. 

University Department of Economics* 

April 2, ipyi 


PUBLISHERS NOTE 

The publishers regret that, m an endeavour to meet the 
urgent need of the readers, thcj had to rush through the 
Publication, and so a number of printing mistakes have unfor- 
lunatcly crept in. In this connection, for times the readers in- 
dulgence is sought. Care uill be taken that no such mistakes 
occur in the next edition In the mcaniimc the mistakes which 
arc likely to affect the meaning of the text seriously arc 
corrected below. 
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CHAPTER I 


HUMAN AND NATURAL RESOURCES 

1 The Pakistan Regions. Pakistan became an independent 
State* on the 15th of Augusti 1947. It came into existence 
through the division of the old British India. The Indian States 
were expected to join either one or the other of the two 
Dominions Except Kashmir the problem of the other states has 
been practically settled. 

The Dominion of Pakistan at the moment consists of the 
following areas . — 

A — ^Western Pakistan comprises of — 

(a) The Province of West Punjab created by the division of 
the old Punjab and comprising of about 60% of the area of the 
old province. 

(b) The Provinces of NW.F.P. Sind and what used to 
be the Chief Commissioncrshtp of Baluchistan. 

(c) The States of Bahawalpur, Khairpur, Kalat. Dir, Chitral, 
Amband Sawat, which havcaccccdcd to Pakistan. 

B — Eastern Pakistan consists of 

The Province of East Bengal which contains some districts 
of the old Province of Bengal* the Sylhet district of old Assam 
and the Chittagong Hill Tracts. 

These two portions of Pakistan arc separated by over a 
thousand miles of Indian tetntory. 

The capital of the Dominion is at Karachi in West Pakistan. 

In the following pages we propose to study the basic econo' 
mic facts and problems of this new Dominion of ours. 


CI> Indian Independence Acn 1947. 10 and 11 Geo VI Chape 30. 
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ECONOMICS OF PAKISTAN 


2— AREA AND POPULATION 


The following tabls gives the area and population of Pakistan 
and its various parts : — - 


r 


Area 

1000 

sq. 

miles 

Population (1941) 

\ Destiny 

1. Western Pakistan 

W. Punjab 


per sq. 

Millions Millions Per cent miles 
Total Muslim Muslim 

• •• 

62-1 

15 8 

11-8 

74-7 

254 

N.W.F.P. 

• •• 

14-3 

3-0 

2-8 

93-3 

209 

Sind 


48-1 

4-5 

3-2 

71-1 

94 

Baluchistan 


5-45 

0.5 

0*4 

80-0 

9 

Total 


179-0 

23-8 

18-2 

76-5 

133 

2. Eastern Pakistan 
. E. Bengal 

• • * 

49-5 

39-1 

2?9 

70-1 

789 

Sylhet 

• •• 

4-6 

2-7 

1-7 

630 

590 

Total 


54-1 

41-8 

29-6 

70 8 

772 

Total Pakistan Excluding States 

233-1 

65 6 

47-8 

72-9 

282 

Total Pakistan Including States 

361-0 

69-9 

52-2 

74-9 

194 

Total India, Excluding 

States ... 

865-4 

295 8 

79-4 

26 8 

348 

Total India, • Including 

States. ... 

1,581-4 

3890 

94-4 

24*3 

246 

%Share of Pakistan 
States 

Excluding 

25-9 

22-2 

60-2 

• •• 

• •• 

%Share of Pakistan 
States 

Including 

••• 

22-9 

18'0 

55-2 

• •• 

• •• 


. Several conclusions are indicated by the above table 

(a) While Pakistan has got 23% of the area of the Indo 
Pak sub'continent her population is only 18% of the population 
of pre-division India. If Kashmir ultimately acceeds to Pakistan 
the latter’s percentage share of area will rise to 28% and of 
population to over 20%. These figures, however, do not take 

I into account the fact that population of the sub-continent has 
' grown since 1941 ancT that due to Inter'Dominion migrations 
Pakistan has gained more than she has lost in numbers. 

(b) .That Pakistan has acquired more area than population 
is also indicated by the lower Density of the Dominion. While 
over all Derisi ty in Pakistanis 194 persons per_square,mile,~lt_ iT 
246ToFThe sub-continent and 261 for the Indian Do mini on. 

The lower Density in TPakistan, however, does not 
necessarily mean that pressure on land is lower (though actually 
it .is). This is determined by cultivated area per head and not total 
area. Nor does it mean that economically Pakistan is better 
because this is determined by the degree of exploitation of 
the resources of the country through industrialization etc. Mo~ 
of this later. 


(1) Indian means pre-partition. 
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(c^ As rcgirds Pakistan areas themselves, the above table 
reveals that while Eastern Pakistan has less than one third of the 
total area it has to maintain about two thirds of the total 
population of the country. This is also indicated by the fact 
that while population density in Western Paki^n is 133, it is as 
high as 772 ia ^ast_Pakistan. Oen^icv irTH^FB^iris^ high as 
7tiy. When it is realised that all this population is supported 
by agriculture alone the heavy pressure on land can well be 
Imagined. 

(d) Provinces of Sind and Baluchistan arc very sparsely 
populated, bur^ ^p^of ^hg ir-tctfltocy^ls unproductive ^though 
there is still consldcr^Tc scope for extension of cultivation in 
Sind by construction of irrigation works. 

(e ) About 45% of th e^tora L M uslim popuIatton_ of-t he sulr 

comiibcrujs_ 5 tnEIiSn 2 _in_thcJndian-T)o This fact has 

great political and humanitarian significance. The non'Muslims 
in Pakistan arc in much smaller proportion and in numbers. 

Although the major portion of the population of Pakistan 
is found in its Eastern portion, yet West Pakistan is of greater 
importance to the Dominion. This is not only because of i ts 
' . < » . lous to the Mid'dlc^sfcrn I 

' more advanced socially, . 

calJy_Jjls3 ~it_ls^l_grcat 

' , • • DominiQn-ivasJocatcd-in.-l 


On the other hand Eastern Pakistan is surrounded almost 
from all sides by Indian territory, and is divided from the 
western portion of the Dominion by more than a thousand 
miles of land belonging to the sister Dominion of India. The 
sea route from Karachi to Chittagong involves a long voyage 
of thousands of miles via Cape Comorin, along the Indian 
coastline. I'his 'fact 'has 'tar-rcacn'ing cconom'ic anh pdht'ica’i 
implications. 


million in urban areas of undivided India. I'his meant about 
13% urban and 87% rural population 

j' • ■ ‘ . ban_populatiQn is 13'7 

. . ■ ■■■■ ■ ■■*.» ! i p\:.. .’..M ■,,* '.ms shows chat India is 
■ . riplly. As we shall sec, 
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thanks to the policy of the undivided Indian Government at 
other factors, Pakistan has practically no industries worth tl: 
name. This fact stresses the need for rapid industrialisation an 
hence urbanization in Pakistan. 


Another aspect of distribution of population is according tc 
communities. According to the census figures of 1941, the area: 
demarcated as Pakistan should have contained 52'2 millior 
(74‘9%) Muslims and 177 million (25’1%) of non'MusIims. Since 
the partition it has been estimated that about 4 million of non- 
Muslims have moved out of Western Pakistan and about (: 
million of Muslims have migrated into it. Thus on the basis of 
1941 census Pakistan should contain 5S‘2 mil lion or 8Q%J Muslims 
and 13'7 million (20%) non-MuslimsTThe num'ber of Hindus and 
Sikhs in Western Pakistan is now insignificant. The percentage 
of non'MusIims in Eastern Pakistan is abo ut 2 8. 


No doubt the density of population in Pakistan as a whole 
and specially in Western Pakistan is lower than in the Indian 
Dominion, yet the pressure on the economic rosources^gf 
Pakis tan is prob ably"' Ifigher Than in tHe"c'ase'^'f'~I'h'dlar’ TKir is 
dlue„fijifl^because Pakistan' is” "almost entirely ah „ agricultural 
country with no industries worth the name, secondly, because of 
, the net addition of two million souls due to post partition 
migrations and thirdly. because of the increase that must have 
occufed'since the census of 1941. This last factor,' however^ is 
common to both the Dominions. 

The percentage increase in the population of the Indian 
sub'continent during the decade 193T41 was 15 and during the 
previous decade 10 (ten). Even if we take net inerrease in 
Pakistan at 10% since 1941 the total probable population^ 
Pakistan cannot be much 1 es-s^HTgrrSOmalilTon^sbulsT^ ^ 

\^r^h e a v burden orTt li e ' prunit iv e~~e coiTPirfy "TTf"" our country . 
U n less sfeTs are tak en to bnng about ra^d ^On omic ..deiLeloP' 
mehr^e'lm ^ QTe^ soo~5'~15ef^eci with TlTe ^ rQblem>pf_Qver' 
"population in an acute form. 


3. Nature of the Soil. It is not the landed area in relation 
to population which determine the scope for economic develop' 
ment in a country, Hut it is what is above and below that land' 
surface Le. mineral resources, forests, water facilities and the 
nature of the soil. W'e shall take up the last one first. 
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Pal.is!an 'olN may be chralficd ns follows ;— 

(i) JjfgMy calcareous soils found In the mounnneous 
hilly tesJons. Vhtfic at^ derived in */f» from the barren 
?cUs. 

j (H) AHiivH l in\U f o und in rjver xallcys Thc^c arc tran^* 
ported bv sreat rlv^s from the Him3U>as and deposired m the 
low levels. 


(id) JCalac.i 2 lis which arc impregnated with sale. These 
arc found in West Puuiab and Sind and r cauirc r gclamation . 

(iv) S^^T^fly ftoiis and loes s found In the Potwar Platcati 
Rawalpindi dlstrl« anci hilly regions of Frontier Province and in 
Baluchistan. 


(</) iXc ert soils w’hich occupy a large trace in Eastern Sind 
extending over the whole length of the province along the edge 
of tre Indus alluviumi Rajpunna and South Punjab area. 
These fmtn rhe point of view of CultiVntinp. , 

(vi) Jn the Deltlc areas of Eastern Pakistan arc to be fmind 


two great river systems passing over most of the Pakismn 
territories. This soil Is rich m salts and is responsible for the 
great fertility of the plains. Even m very narrow valleys 
tween high mountain ranges these soils arc soaked with water 
and produce good crops Such is the position In the mountain 
ranges of N XP.F.P. and Chittagong Hill Tracts. 

The alluvial sods arc not all of exactly the same kinds. In 
the Punjab plains we 6nd sandy clays and loams, less calcareous 
ancf pafer in colour. On the other hand in the plains of Sind 
arc to be found clayey loams less sandy and more calcareous. 
Parts uf the lower plains of Sind arc covered by Khaddar or dew 
alluvium and other parts by Bhangar or old alluvium. The old 
^iuvi um 13 generally found at higher levels in drier parts 

'a' , Besides these in the valleys vve find intricate sand and clay 
yelts which are more than a dozen feet deep These ate found 
p places which have been river beds m the past and have been 
•eft free on account of the rivers having shifted their courses 
the upper reaches of the rivers the sand beds arc much deeper 
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and more numerous, because the sand is dropped earlier bv 
water at the time of inundations. Finer particles are dropped 
down later in the course of the river. 

Some of the agricultural soils of Sind consist of silt and 
clay deposited by flood waters on. their being pounded against 
the Kirthar mountains. These are some of the best agricultural 
soils of the province e.g., in the Larkana District. 

In the arid tracts of the valleys we find debris of desert 
soil strewn all over. These are derived from soft sedimentary 
rocks like sand stone, lime stone and clay and is scattered by * 
the process of wind erosion. , - 

■^■'4,- The^Problem of Soil Erosion, Before we leave the 
subject oF~soTrs’ Ic^nThot' be out of place to give attention to a 
process of soil deterioration, which is becoming a problem in 
some parrs of Pakistan. 

Soil erosion implies washing away of the surface soil either 
through river floods or excessive rain in the hills. The rivers 
ht bring cultivated land under their sweep or may throw a 
k layer of sand over it, thus making it unfit for cultivation, 
.face erosion may also be caused by heavy rains in areas that 
lave not been properly protected through the construction of 
embankments. Erosion may also take place through the action 
of wind. 

Soil erosion in Pakistan is thus found in the deforested 
hill sides, in the arid plateau lands and the flooded parts of 
river valleys. In the barren parts of the Western Pakistan, in 
spits of scanty rainfall, the force of the torrents is great. Same is 
the case with the hilly tracts of Eastern Pakistan, where rainfall 
is excessive, wind erosion is common on the wind side of the 
hills in Baluchistan. 

Full information regarding the area .rendered unfit for 
cultivation is not available. A recent detailed investigation in 
the seven upland districts of West Punjab (Rawalpindi, Camp' 
bellpur, Gujrat, Sialkote, Mianwali, Shahpur and jhelum) with a 
total area of 14*7 million acres (half under cultivation), as much 
as 175 million acres have been revealed as badly gullied by sj 
erosion. Most of this area is classed as ‘ foresihJluJjixabJe^ 
or_imctdtumWe,^ in the records. \p' 

rn ^ I 

I R. M, Gorrie (Conservator Forests R. Pindi) Paper on Water Contrhg 
etc., read before U.N, Scientific conference on Conservation and Utiliiationf 

■ j ^ 
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Soil erosion may occur due to several causes. (/) Due 
to cutting of trees or deforestation. In Attock and Jhclum 
districts trees have been removed from the banks of the Swan 
stream and the land has become barren. (»/) Due to removal 
of Vegetation which exposes land to wind and ram. This may 
be caused by increase of population human or aminal. 
Uncontrolled gracing especially of goats. Gracing does not lee 
the grass flourish and leads to denudation of the soil, (iv) 
Cultivation on hill slopes also has the same effect. 

Following remedies arc usually suggested to meet this evil . 

(u) Replanting trees (h) Building of embankments (c) 
Reclamation of land and (J) Control of grazing. 

The evil in the prepartton Punjab was so serious that the 
Government had to create a n Ann brosion Departmen t for the 
purpose of arresting this process. J he horcst Department also 
helped in the reclamation of land. As far back ns 1928 the 
Royal Commission on Agriculture* had suggested that protective 
measures again*c soil erosion should be left to private Co* 
operative effort. Sir John Russel- in 1937 was of the view that 
such measures should be a State responsibility. The latter view 
seems to be more in accordance with the conditions in this 
country. 

Protection through planting of shrubs and wild trees by 
the Forest Department was suggested ns far back as 1893 by 
Dr. Voelkcr in his famous Report. Trees* howcveri cannot be 
successfully planted unless grazing of cattle, sheep and goats is 
forbidden. A law exists m the West Punjab under which 
areas can be closed against grazing either partially or wholly or 
seasonally. 

Digging of contour trenches is useful. This consists m 
making of channels on the slopes at small distances. Thus the 
water flow fs obstructed ; the water gets absorbed in the earth. 
Seeds of grass and trees can be sown in these channels. 

Embankments can be built by the cultivators themselves. 
Thus water can be prevented from flowing down. This conserved 
water can be used for irrigation. 

1. Royal Commission on Agriculture Report p 80 

2 ]. Russel : Report on the wotL of the Imperial Council of Agricultural 

Research (1937) p 57. 
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5. Mineral Resources : Pakistan is Jn a weak position 
as far as the known mineral resources are concerned. Almost 
all the important mineral area lie in the Indian Union, as the 
following table^ shows ; — 


Minerals Indian Union 

Pakistan 

, Percentage of 
the total in 
Pakistan. 

Coal (lakh tons) ... 

243-0 

3 

Negligible. 

Iron (million tons) 

2-3 

• •• 

ml 

Copper (lakh tons) 

3-3 

. • • 

nil 

Manennese \kkh tons) ... 

3-7 

• * • 

nil 

Bauxite (tons) 

12.135 

• «* 

nil 

Petrol ?um (million gall )... 

82-3 

15-2 

16 

Mica (000 cwr.) 

139 

• • • 

ml 

^ Chrom re (000 tons) 

21 

19 

47-5 

^ Gypsum (000 tons) 

26 

58 

69-0 

Fullers earth (000 tons) ... 

8 

3 

27-2 


So fai* as the most important minerals like coal, iron, 
copper, manganese, bauxite and mica are concerned, Pakistan 
produces nil except for a negligible quantity of coal. 


As regards Petroleum both the Dominions have to depend 
upon imports from foreign countries. Pakistan’s relative position 
even here is weaker than India’s. In respect of Chromite, 
Fuller’s Earth and Gypsum, Pakistan’s position is stronger than 
India’s though the total quantities produced are not large. 
These minerals are industrially less important. 

The State of Chitral in Pakistan enjoys a monopoly in the 
production of Antimony ; but the total production is quite 
small. 

Salt is an important mineral and is also produced from 
sea and lake waters. The total production of salt in undivided 
India was about r9 million tons. Roughly about one'third can 
be attributed to Pakistan though definite separate figures are not 
available. Pakistan is more than self-sufficient in salt. 

Apart from the above a large number of other minerals are 
produced in the Indian Union such as berytes, china clay, 
magnesite, ilmenite, kynite, stealite, monezite, ochre, diamonds, 
gold and silver. None of these are produced in Pakistan. 

So far, however, we have spoken of the already discovered 
and exploited minerals. Geological survey may reveal more 


I. Figures from Vakil : Economic Consequences of Partition (1948 Ed) 
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mineral wealth in Pakistan than discovered hitherto. Attempts 
arc already being made in this connection. Large-scale prospect^ 
ing for oil is being undertaken by the Burma Oil Company. At 
the moment two test wells arc being drilled, one at Chakw al in 
West Punjab and the other at Lakhra about 170 miicstrom 
Karachi. C * ’ ! . ’ . ^ • 

P akistan (n , . . ' 

TipperaTTr 

Surghar ranges o f Kohat. It has also been located in Eastern 
jakistan.^TT MiS occures fn the Haiara district./ ^uTphur is 
'obtainable from the dried up sulphur springs of Chltral and also 
occurs in Baluchistan. Alum Is found In Khyber and Kalabagh 
hills. But unless we know exactly what quantities and of what 
qualities of these minerals are available, it is difficult to have any 
dc6nite idea of our mineral wealth. Moreover, the cost of 
extraction is also a relevant factor. Hence it is necessary to 
carry out an exhaustive Geological survey which should be 
undytaken as soon as possible. 

The lack of minerals, however* need not depress us unduly. 
No doubt we have very little coal as source of power. But coal 
is not the only source of power. Apart from the great scope 
for the development of hydro clcctriuty as we shall see later, 
we can supplement our oil resources through imports from the 
great oil-produe ?ng flreaft .fif MiddIg Past fot— Wgafg^n■Pfll?^c^f^n. 
.Eastern Pakistan can import oil from Bu rma. 

The lack of iron will be a serious bottleneck because with- 
out it we shall find it very difficult to have our own iron and 
steel industry which is regarded as the basis of modern industrial 
development. But we have instances before us of countries which 
have developed their industries without possessing iron mines 
of their own Japan is the classical example of a country which 
industrialised herself on imported basic materials like Iron, 
vupi/in -vix. ortii 'cwcor*. 'Wt •ihrJh kesvi, 
similar lines. 

6. Hydro.electric Schemes • Pakistan, as we have seen, 
lacks coal and has inadequate oil. The most important source 
of power available to Pakistan is hydro-cIectriclty. Our hydro- 
electric resoures are plentiful but so far have remained 
undeveloped. As for as the existing hydro-electric supply is 
concerned Pakistan possesses only 9,600 K. W. of the All-India 
total of 467,729 K. W which means only about 2 per cent, of 
the wnole, As regards electricity generated by steam and gas 
Pakistanis share is 31, 645 K, W.' out of 66o,Zd3 K. W. or 4’7%. 
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The share in the electrical energy generated by oil (Diesal) is 
however higher i.e, 23*8% or 27,782 K. W. out of the all India 
total of 116,767 K. W. In all, Pakistan’s share is 5*4% of the 
total 'installed capacity of generating plants existing in this 
sub'continentd Pakistan has thus considerable bee way to make. 

The Pakistan Government soon realised the importance 
of this aspect of our economy. In a conference of the Ministy 
of Education and Industries held on 28th and 29th April 1948 
it was decided that the following projects in West Pakistan 
should be completed as early as possible. 

Name of Project Estimated Ourput 

(1) The Rasul Project ... I4,0C0 K. W. 

(2) The Mian wall Project (1st stage) ... ... 15,000 K. W. 

(3) The Dargai Project ... ... 20,000 K. W. 

(4) The Warsak Project (Ist stage) ... ... 65,000 K,W. 

Total ... 114,000 K. W. 

The schemes on which construction work has actually 
started are estimated to produce 89,300 K. W.' as detailed 
below : — 


Expected 


Province 


Scheme 

K.W. 

date of 

Total cost 





completion 

involved 

W. Punjab 


Rasul 

14.000 

1952 

776.54 lakhs 

N. W. F. P. 

• r* 

Malakand 

10.000 

1949 

40.00 „ 

N. W. F. P. 

• «« 

Dargai 

20,000 

1953 

155.50 „ 

W. Punjab 

• •• 

Steam and 

20,700 


• •• 


Diesal 




E. Bengal 


Steam and 
Diesal 
Steam and 

10,600 


... ; 

Karachi 


14,000 





Diesal 



Total 

«*• 


89,300 




Two other hydro-electric projects are under considation 
by the Government. They have already been approved in 
principle by the Development Board. 


(0 Warsak in N.W.F.P. which will produce 65,000 K. W. 
at a cost of Rs. 9.5 crores and is expected to be completed by 
April 1955 and (ii) Karnafulli in East Bengal, which will produce 
40,000 K. W. at a cost of Rs. 5 crores and is likely to be completed 
by April 1954.- 

t 

. , At its meeting held on June 8th ’ 1949 the Pakistan 
Development Board recommended that the Mianwali Project 
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Stage I (15,000 K. W.) should be given a high priority. At the 
completion of* all these schemes Pakistan will have a total 
electrical energy of nearly 210, (XK) K. W. This will take about five 
years. It should be noted that the target put forth by the 
Pakistan Industries Conference held in Dee. 1947 Was 500,000 
K. W. to be produced in five to seven years. The progress is 
much slower than expected, due to difficulties of obtaining 
necessary machinery materials and skill, 

7. Some Important Projects. Below arc given details of 
some of the important hydro-electric projects, in the various parts 
of the country, either proposed or already under construction : 

(0 The RflstJ Project (West Punjab). The principal source of 
hydro-electricity in the pre-partition Punjab — the Hydro-electric 
Power House at Mandi— wdne to the East Punjab. The agreement 
under which West Punjab receives electrical energy from this 
source expired on the 3lst March 1949 and had to be 
extended on less favourable terms. A new Hydel station is 
being constructed at Rasul in the Gujrat district, which will fill 
the gap thus caused in about two years time. Originally this 
project was planned to supply 22, (XK) kwtts of electricity from 
two tunnel falls. This was to be used for working tubc-wells 
for irrigation purposes. It has been decided to produce 14,000 
kwets to be used for domestic and industrial purposes. 

Apart from the Hydro-cIcctrlc station at Rasul, the scheme 
involves grid sub-stations at Jhelum, Gujrat, Gujranwala, 
Shalamar, Hafirabad, Chinawan. Sukheke, Sangla, Chakjhumra. 
Lyallpur, Chinlot, Dinga (Chakorl), Malakwal, Bhabra, Bhulwa 
and Sargodha. 

The necessary plant and machinery are being supplied by 
manufacturers in the United Kingdom and the bulk of It has 
already arrived. 

, Cfij Warsak Scheme (H- W. F. P.) : — ^This is a multiple project 
involving the building of a dam on the Kabul River at Warsak in 
the N. W. F. P. The dam will be 200 feet high and Will be 
located in a narrow gorge with a power-house at its base. The 
scheme to stare with will provide 65,000 kwtts of electrical 
energy and will cost Rs. Pj crorcs. Transmission lines will be 
constructed through Peshawar to Rawalpindi where power will 
be delivered in bulk to the West Punjab. 

The scheme will also provide irrigation to 65,000 acres of 
land in the tribal area which has a rich soil but lacks water. It 
Will work tube-wells in the Kohat district and 'will also supply 
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power for working the Mullazai Marble quarries. In addition it 
will supply power for the industrialisation of the provinces of 
N. W- F- and the West Punjab- 

(rV/) Karnafulli Project (East Bengal). The Government of 
East Bengal aims at producing 111,000 kwtts of electrical energy 
for industrialisation and other purposes. The total capital 
expenditure will be about ten crores of rupees. The biggest 
project is the Karnafulli Hydraulic scheme. For this a dam will 
be constructed across the River Karnafulli. The survey has 
already been carried out and the site selected. It is expected 
that this power station will supply electricity to the districts of 
, Chittagong, Noakhali and Tippera- This station alone will 
produce 40,000 kwtts of electricity and will cost Rs. 5 crores. 

(fV) Other Projects. Among the other projects may be 
mentioned the Mianwali scheme in the West Punjab. It will 
supply electricity to the provinces of the West Punjab and 
N. W. F- fot their industrialisation, producing 15,000 K. W. in 
it first stage. • Another scheme envisaged by the N. W- F. 
Government is the Dargai Hydro-electtic project which will 
produce 20,000 kwtts and will cost Rs. 1*5 crores. Ghazi Project 
is another scheme for N. W- F. P. which will receive attention 
after the Warsak scheme has materialised. 

8. Forest Resources. An adequate proportion of area 
under forests is of great importance for the economy of a 
country^ Apart from supplying fuel, animal and bird life, 
industrial raw materials and other products of utility, forests have 
a protective role to play. They prevent soil erosion, regulate the 
flow of rivers and influence the quantity and distribution of rain 
fall. They have favourable repurcussions on the climate and 
quality of the soil- 

For Pakistan forests are of special importance, since these 
are the main source of our fuel. If manure is to be preserved 
for fertility of land, the peasant must be supplied with fuel'wood- 
In otherjrquntries, „coaL-.and-oil-sexv.ej)urEPses,which^qoLd-and- 
.c^fcoarierve,here.. Moreover, the problem of soil erosion is 
assuming formidable magnitude in certain parts of the country 
and the most effective remedy for it is greater afforestation. 

' Undivided India had 87 million gcres—under f orests of 
which ,five milli aa — acrgs^ have fallen to jth e share 
Pakistan.^This is about 4 % of "thetotaT^Iinded area~of'~the 
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country. On basis of per capita consumption of timber, 6rc- 
wood and other need®, it has been estimated that at country 
should have at least 25 % of its area under forests. Pakistans’ 
Torcsts arc thus extremely inadequate, i hc~f^lowing table 
shows the extent of forests possessed by some countries as com- 
pared with Pakistan. ^ 

Forest Area Forest Area 

Country. as percentage Country. as percentage 
of total area. of total area. • 


Italy 
Germany 
France __ 
Belgium 
Indian Union 
Great Britain 
Pakistan 


Finland 

Sweden 

Russia (European) 
Austria 

Czechoslovakia ... 
Poland ... 

Switzerland 
Norway 


Great Britain is the only important country wHicTi possesses 
inadequate forest. But in the first place, there is no lack of fuel 
there ; secondly, she is an island needing no climatic contribution 
of forests ; and thirdly, her needs can be supplied from her posses- 
sions elsewhere. Even the Indian Union is much better off than 
Pakistan in this respect. 

As regards the extent of forests in the various provlncies 
of Pakistan the table given below shows how the percentage 
area under forests vanes among them : — 


Province 

Total are aq. 
mtles 

Area under 
Forest sq. 
miles 

Forest Area 
as percentage of 
Total area. 

Ease Bengal 

51,550 

4,447 

9.1X 

N.W.F.P. 

14,265 

592 


W. Punjab 

58,042 

1,872 

i2X 

Baluchutaa 

... 54,406 

1,805 

\ 

Sind 

... 47,164 

1.I6I 

Z'iX 

Total 

... 245,425 

9.661 

4*1^ 


It will be seen that while East Bengal is best off and Sind 
worst off from this point of view, forests are inadequate in every 
Province . ’ 

Though inadequate in area, Pakistan forests possess great 
variety both scenic and botanical. They range from the tropical 
y n th ^ub-tro pical and temp erate ve ge ratlon o f** 
She~wgst..and-ftlp{ne~fQrests oF~rhc~higheir~Haza'ra'’1nil8 in cKg 
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nordi. The inadequacy of forests in East Pakistan is greater 
■Fcc'ruisc of its much higher pressure on land, hence more 
extensive cultivation. Even then the submontane tracts and 
Chittagong hills possess magnificent evergreen and scmi'cvcrgrccn 
tropical forests. The less moist regions hav'c deciduous sal trees 
and bamboo- 

In Sind, Baluchistan and parts of the West Punjab, the 
climate being drier, forests shrink into shrub jungle, the com- 
moncst tree being acacia in its various spccTcsI Sal and shisham 
grow in West Punjab and N. W. F. P. especially in the 
irrigated areas. Pine forests arc found in the submontane 
regions of Murrcc, Hacara and the States of Amb, Swat, Dir and 
Chitral. 

These forests with proper conservation and exploitation 
can support several induj^tries like lumbering and sawing, paper, 
marches, etc. Minor forest products like rosin, drugs and 
tanning materials can be used for the manufacture of paints and 
v'arnishcs, chemicals and pharmaceutical and tanning industries. 
Irrigated plantations and shrub jungles can supply fuel wood and 
also provide timber for the manufacture of high class furniture. 
Pine forests could meet the requirements of the building 
industry. 

9. Forest Policy. In 1894 Government of India out-lined 
certain principles with regard to the management of the forests. 
These may be called its forest policy. The main features of this 
-policy were : (n) Sufficient forests to be retained for protective 
purposes. Cb) Enough forests to be kept for the requirements of 
the general public- (cl Supply of forest produce to the rural 
community to come before consideration of revenue, (d) As 
regards land utilisation, cultivation to have a prior claim to 
forestry. 

The main defect of this policy was that it was static and 
not dynamic. It aimed at preservation of forests not their 
extension and development- No attempt was made to define 
the minimum requirements of the country. Somehow under 
this policy the forests of what is now Western Pakistari were 
thoroughly neglected and at the time of partition we found them 
hopelessly depleted and devastated resulting in serious shortage 
of timber, wide spread soil erosion, drying up of water sources 
and deterioration of climate- The old policy was therefore 
unsuited for Pakistan. 

. .After partition the Pakistan Government through their 
Inspector-General of Forests Mr. Petty called two Conferences or 
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Senior Forest Officers, one in 1947 nnd the other in 1948 At 
these Conferences the forc« proWems of the country were 
considered The whole matter was again put before the Pakistan 
Forestry Conference held in Karachi early In July, 1949. This 
Conference was attended by ministers of different provinces and 
states, Advisors of Baluchistan and representatives of, the 
Central, Provincial and State forest services and some Ministers 
of the Central Government. 

This Conference recommended a new policy aiming not 
only at conservation but also develop nent of forestsn Pakistan 
The mam recommendations of the Conference were . — 

(1) A high priority be given to the claims of forestry and 
adequate facilities provided for large scale afforestation. 

(2) The practice of sound management \n privately owned 
forests should be ensured by legislation or negotiation and by 
technical and, if necessary, financial assistance. 

(3) Legislation be enacted appropriate to the needs of 
the country to provide power to control utilization of land and 
define the scope of work of forest service m a co-ordinated 
programme of soil conservation and land utilization. 

(4) It IS of paramount Importance to associate public 
opinion in the execution of policy, through education, propa- 
ganda and demonstration. 

(5) Forests be classified on the basis of their utility and 
objects. 

(6) The commercial aspect of forestry be generally subordi- 
nated to the oversldlng necessity of integrating it into the 
general context of the economy of the country as far as 
possible. 

(7) In view of the acute deficiency of forest area in the 
country a bold and well planned action be undertaken for 
increasing forest area by . — 

(fl) reserving at least 10% canal irrigated land and 10% 
water supply for raising irrigated plantations under new pre- 
lects, 

(b) growing trees on canal banks road and rail road sides 
and arable waste land and 

(c) Introducing farm forestry, preferably Iti compact plots 
of crop land, set apart on co-operative basis by village community, 
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(8) . existing forests be developed by encouraging the most 
economical utilization of timber and other forest products; 

(9) policy be executed by the agency of forest service con- 
sisting of only trained foresters. 

I (10) forest research, an important requisite for success of a 
j dynamic science like forestry» be organized on suitable lines 
‘ and he centralised in Pakistan Forest Institute, with ancillary 
\ field units in different problem areas of the country, . 

/ , (10 more affective measures be taken for the preservation 

■i of the fauna of che country. 

f j The Conference also recommended the constitution of an 
/ All Pakistan Forest Service, East Bengal dissenting, 

It will be seen that these recommendations have a wide 
scope including conservation, research and development. If 
these measures are carried out, with as much enthusiasm as they 
have been formulated with, we can hope for a bright future for 
our forests and consequently for our economy in so far as it 
depends upon the adequacy of forests. The driving force should 
come from the centre and the forest plan should form an integral 
^ part of the ^II Pakistan Plan of Economic development. Proper 
machinery should be'treareri'To execute~the~Tro1icy outlined 
I above. 

10. Livestock Resources : Livestock serves three purposes : 

(a) It provides food in the form of meat and dairy products, 

(b) It is a source of power for agricultura operations like 
ploughing the fields, irrigation through wells, crting agricultural 
produce etc. (e) It provides hides and skins bones and hair as 
raw materials for various industries. 

- The output of dairy products depends upon the number 
of breeding cows and buffaloes, goats and sheep and their average 
yield of milk. The following table gives statistics for India and 
Pakistan for the year 1938. . , _ 


- 

Figutes'in Lakhs. 



- • 

Breeding Cows 

Breeding 

Total 

Indian Union 

■ 355 

Buffaloes 

160 

515, 

Pakistan 

... ■ 94 

■ 32 • 

126 

percentage share of 
Pakistan 

20.9 

16.6 ' . 

18.1 


1. Figures from Vakil’s Economic, Consequences of Patitlon. 
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HavlnR ti population percentage of 19*5 it will be seen 
Pakistan tx)5scsscs proportion at c_sharc of breeding catt lc^Thc share 
fiTbuffaTocs, however is Iw'cr ^an that in cows. But since the 
largest yield of milk is given by cows in the West Punjab, 
Pakistan on the w hole is better o ff as reg ards her dai ry res ources 
tHah-l ndia. WhillTlprtJductlq f v^-m ilk jpr jicad^f— pnpulation 
^r d ay iri West Punjab^ is 16 ounces, it is less than 8 ounces in 
the In'dtanUniorrr 

As regards the production of hides it is a function of the 
total cattle population. T*hc relevant statistics ore given below 


Indian Union Pakliun 


Percent Share 
of Pakistan 


Cows(Lalchs) ••• 617 

Buffaloes (Lakhs) ••• 2S2 

Raw cow hides (lakhs pieces) 169 

Raw.Buffalo hides 53 


165 

50 

36 

9 


212 
15.0 
17 5 
,.145 


Pakistan’s share, taking buffaloes and cows together, is strictly 
proportionate to her population (19*3%) While there is an 
excess in cows there is deficiency in buffaloes. j 

As regards hi^s it is intcTcstingTo observe that while in 
the ease of buffaloes the proportion of cattle heads and hides 
IS about the same (15%) in the ease 6f cows the proportion of 
cow hides (or kips as they arc called) Is higher than the popula- 
tion of cow heads. This is due to the absence of any scruples 
on the part of Muslims regarding the eating of beef. 


Similarly figures arc given below regarding goats and sheep: — 


No. of Goats (Lakhs) ••• 

No of Sheep (Lakhs) ••• 

Gt«t &4Vns VLbV.Viai) 
No. of Sheep Skins (Lakhs) 


Indian Union 

Pakistan 

Percent Shtte 
of Pakistan 

490 

90 

15 5 

400 

60 

13 0 



\15 

150 

20 

ll.S 


i [^Although Pakisfan*r^lra‘fe“T)fT-aWh'Tdes and skins is iibout 
15 % of the all India total its share in the export ' trade has not 
been more than 5 %. The reason is that 92% of the tanneries of 
undivided India were located in Cawnporc, Calcutta and Madras 
"-all m the Indian Union. A large part of the export of hides 
and skins is tanned. Pakistan must establish her own tanning 
^ industry for which she possesses every facility. 


1. Figures from Vakil t Economic Consequences of Parritlon. 
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n.' Well known Breeds of Pakistan’s Cattle. Pakis- 
tan possesses some of the best breeds of cattle, sheep, goats, horses 
and camels. The most famous breeds of cattle are Red Sindhi 
and Sahiwali for milk, Thari Bhagnari and Dhanni for draught, 
Lohaniond Rdjhan for lighter work. Ravi and Nili are well-known 
buffalo breeds. The present estimate of the total bovine popu- 
lation in Pakistan is about 30 million heads. Bulk of it, however, 
is of poorer quality especially in Eastern Pakistan. * ' 

• The important breeds of sheep are. fat-tailed Hashtnagri, 
Harnai, Bibrik and 'Waziri, the thin-tailed Damani, Kaghani and. 
Lohi, The sheep are mostly fouud in Western Pakistan especially 
in^N. W. F. P., Baluchistan and Sind. Their total estimated 
number is 6,145,000 The yield of wool per sheep per year is 
4 lbs. and it is used for carpet making. A scheme for grading 
of wool is shortly being introduced in the country. 

As' regards goats their well-known breeds are Kaghan Valley, 
Data Din Panab, Danni, Barbari, Kamori, Black ' Bengal, and 
White Bearded Bengal. They mainly yield hair, skin and meat 
and some are also good milkers. The policy is to restrict' their 
number since their free grazing contributes to soil erosion. Their 
total number-is estimated at 92,00,000 in Pakistan. 

^ . > 

^ Horses are mostly used for transport. Their best breeds are 

found in Baluchistan and West Punjab, Pakistan has' about 
5,40,000 horses, about 9,13,000 donkeys and 35,000 mules which 
are also used for transport. 

The . camel is mainly found in the arid regions -of Sind, 
Bahawalpur and ‘Mekfan. They are used ’for ploughing, transport 
and as pack animals. Moreover they yield hair and hides. 
Their number is about 4,50,000. 

’ A word may also be said about poultry which is foutid 
in large numbers in Pakistan. . The '.important breeds, are 
Chittagong Aseel and Sarail. The aim is to encourage the pro- 
duction of the superior foreign breeds- The total number of 
fowls is estimated to be 2,30,00,000 and of. ducks (mostly -found 
in %stJ?jakistan) at- 50,00, GOO. ' 

12, The Problems , of. Cattle. The problems of Cattle in 
Pakistan as in India are ; (a) .Inferion(^)- quality as regards -ph'ysi-' 

cal strength and milk yielding capacity., (b) High Cattle mortality ‘ 
due. to prev.ailance , of cattle disease. ' ' - ' 

Inferior quality' is‘ diie - to (/) indiscriminate - breeding, ■ 
(i7) inadequate and unscientific feeding {Hi) and indiscriminate 
slaughter. Indiscriminate, breeding is the -result of indiflFerent 


HUMAN AND NATURAL RESOURCES 


19 


quality cows bcinq covered by indifferent quality bulls in the 
course of free gracing ’on the stubble or the village common. 
Inadequate feeding Is due to pressure on the soil for food grains 
and waste of cattle feed due to unscientific methods of feeding 
and gracing. The quality Is further deteriorated due to slaugh- 
tering of animals irrespective of their uses for other purposes. 

* i. ♦ • the supply of specially selected or 

specia ■ • »ulls arc bred at the Hissar Farm 

whicl Tperiments on Improving milicing 

capacity arc carried on at the Indian Rcscatch Institute at New 
Delhi Pakistan has yet to set up such institutions. 

The problem ot better feeding can be solved (0 by reducing 
the number of the cattle by eliminating the superfluous ones 
and by controlled breeding, (//) by Increasing tnp supply of 
fodder through extending the area under fodder crops, produc- 
tion of high yielding fodder crops and by using what feed 
is available more’ economically and efficiently. This last can, 
be done by stall feeding of animals, by preparing silage from 
inferior crops and waste, by cutting the grass and preserving 
it as hay. by chopping fodder by the modern cutters etc. 

Indiscriminate slaughter can be prevented by regulation 
through legislation ‘with heavy penalties for defaulters. 

As regards cattle diseases they arc countless in number and 
visit the rural areas frequently in epidemic form. These arc 
due to low vitality, unhygienic surroundings and polluted drink- 
ing water. Both preventive and curative measures bre necessary 
and the Provincial Veterinary Departments arc supposed to be 
doing something in this connection— c g., prevention by inoccula- 
tion and curing through supplying veterinary old. The. system, 
however, has produced very limited results due to a very limited 
number of vctciinary hospitals and dispensaries, conservatism 
of the villagers and also corruption among some of those who 
should know better. 

Since the birth of Pakistan the Government has taken 
several measures to tackle the problems relating to our livestock. 
A conference of Veterinary Experts was called in Nov. 1947 
which took a number of decision. A Veterinary Research sub- 
station has been set up at Comila In East Bengal and-thc main 
Veterinary Institute^Cum-Burcau of Laboratories for the pro- 
duction of Seta and Vaccines Is being set up at Peshawar. An 
Animal Husbandry Commissioner, has extensively toured Pakis- 
tan to investigate the problems of animal breeding, feeding and 
disease . , ^ ^ ' 

' (1). Milk yield per animal In Pakistan ii 30gallons per‘annum 'as 

asainst 337 in Denmark, 380 Swiczerland and 326 in Sweden. 
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To maintain the purity of Pakisan’s famous breed of cattle 
either a government farm is to be set up or selected breeders 
will be given subsidies. Several other schemes including Dairy 
Schemes arc also under consideration. 

13. Fisheries and their Development. Pakistan possesses 
abundant fish resources. Fisheries are of three kinds : (/), Marine, 
00 estuarine and O'iO inland fresh water. Sind, Baluchistan and 
East Bengal having access 'to the sea, possess marine fisheries. 
Estuarine fisheries arc found in the Gangetic delta of the Sunder- 
bans and the Indus delta. Inland fresh water fisheries are also 
found in these regions. 


East Bengal is very rich in fish and large quantities are con- 
sumed there. It produces not only enough for its own use, but 
more for export to West Bengal. 

The Governments of West Punjab, Sind and East Bengal 
have properly organised Departments of fisheries through which 
schemes for development of fisheries have been formulated. 

A motor trawler is being used fo't'Tleep-sed' fishing on, 
experimental basis at Karachi. According to a scheme recently j 
approved a new Fish Harbour will be constructed at Karachi. | 
This will provide all modern facilities for berthing of fish boats j 
and trawlers, modern hygienic fish curing, extraction of shark I 
liver oils, cold storage arrangements and also wholesale marketing , 
arrangements, — r -/TO*'; 

There is a Central Fisheries Organization now at work at 
Karachi, Its extension to East Bengal coast is tinder considera- 1 
tion. Government is also considering the advisability of getting^ 
foreign experts to assist in the planning and development on* 
modern line of fisheries and fish industries in the country. 


Pakistan has also become a member The Indo-Pacific Fisheries 
Council of the Food and Agricultural Organization of the United 
Nations. The purpose of this Council is to tackle fisheries 
problems of the Indo-Pacific region on a collective and co-opera- 
tive basis. -v A 


TT Conclusion Regarding Natural Resources : Pakistan 
^ is a fairly large country, the fi fth biggest state and the ^Jaxgest 
V Muslim State in the "Worlds according to area. The , state, 
however, is in two portions separated by more than a thousand 
miles of Indian territory, which is its we a k— PPint« The 
population on the whole is homogeneous and - is abound by 



runi“b &. 5,367 3,728 3,183 2,139 203 45? 2I 173 ... 2.806 
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Animal Products in Pakistan (194S) 
(1000 maunds except where otherwise stated 1 
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Total ... 7.072 863 6C0 231 155,327 2.315 526,637 239 55 5, 119 7.564 1.903 3,542 3.261 9.243.222 859.303 
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common tcIiRlous tics. More thin 90% of the people live in 
^illa£ci-hcncc_thc prcdominahtlv'^rtiTnl'chiractcr-of^Pakijran’a 
economy. ~ — — 

The existence of mineral resources is basic for Industrial 
development. Pakistan is rather poor in this respect. There is a 
serious lack of metals and paucity of coal. There is, however, a 
fair amount of petroleum but the main source of power wlU 
have to be * hydro-electric energy. The potentialities for 
hydro electricity, though considerably diminished by partition 
of the Punjab, arc still quite large In both the parts of the 
Dominion. Steps arc already being taken to develop these 
resources. 

Pakistan docs not possess adequate forest rcsourcesi the area 
under forests being only 5% of the total. A policy of aiforcstation 
and conservation is indicated. Pakistan has quite a satisfactory 
number of cattle but its quality is poor. Better breeding and 
feeding arrangements arc called for. Pakistan has fertile soil 
and excellent irrigatlonal facilities What use has been made of 
them is the subject of the next chapter. 



chapter ii 

AGRICULTURAL PRODUCTION 

' , 1. Importance of Agriculhire : India as a whole has 
always been a predominantly agricultural country. The areas 
now demarcated as Pakistan are even more highly agricultural. 
In fact our future development must necessarily depend upon 
how we re-organise and develop our agricultural resources. 
Agriculture in Pakistan will have to meet the following needs of 
the country : 

(i) It must produce enough food in the way of ^ foodgrains, 
fruit, vegetables and dairy products, to feed tKe growing 
population of Pakistan. 

(it) It must supply raw materials for our industries like 
'’otton textile, jute, oil products, sugar etc. as they are developed. 

(m) It must provide us with a surplus for export to enable 
us to command foreign exchange for essential imports for our 
industrial development and other consumer’s requirements. 

(fv) It must help in the absorption into gainful employment 
the major portion of the refugees that have been forced into 
Pakistan as a consequence of disturbances in the Indian Union. 

' (v) Finally, it must supply stalwart soldiers to our armed' 

forces through promoting traditions of an independent and/ 
prosperous perasantry. _ j 

How far our agriculture will play these roles effectively will 
depend upon the degree and manner of employment of scientific 
knowledge to our agricultural methods and organisation. 

The present position of our agriculture is indicated by the 
way land is utilized at the moment. 

2. Land Utilization in Pakistan ‘ The table that follows 
classifies land in India and Pakistan from the point of view 
of th^ various uses to which it is being put. Figures for Kashmir 
are given separately- 
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(Year 1938-39). 




Classification of area 

Indian Union 

Pakistan 

Keshmlt 

AtHtiJl. 


Million 

%of 

Million 

Zot 

Million 

Total 


acres. 

total. 

aerei. 

totaL 

acres. 

acres. 

Net Sown 

... 231 

42 

43 

37 

2 

277 

Current Fallow 

... 50 

9 

11 

9 

03 

61 

Total cultivated 

♦... 2SI 

51 

54 

46 

2.3 

338 

Forests 

80 

15 

5 

5 

2 

87 







' 


90 

16 

30 

26 

3 

123 

Other vnculiivated 







land ... 

83 

16 

26 

23 

I 

115 

Total uncultivated ... 

2SS 

49 

61 

54 

6 

325 

Totalland * ... 

539 

100 

115 

100 

8-3 

663 

Total population iMlllions) 314 


71 


4 

389 

Per capita sown acres 

•70 


-60 


•50 

•72 

Irrlsated area (tslU. acres) 49 


20 


I 

70 

Fereenta;e of Irrigated 







to cultivated area ... 

18 


36 


4 

21 

Area under tood crops 







(milt acres) 

202-6 


37'7 


23 

242.6 

Area .under non-’food 







crops (miU acres) ... 

500 


2 


02 

59.1 

Percentace of the total 







under foodcTops ... 

78 


77 


90 

75 


Some very interesting conclusions flow from this table r— 

(/) Smaller percentage of the total area is sown and 
cultivated in Pakistan than India. Percentage (not available for 
cultivation) is much higher and (other uncultivated land) fairly 
higher in Pakistan as compared with India. Scope for further 
extension of cultivation is thus relatively higher in Pakistan than 
in India. 

{//) Area under forests is relatively much smaller in Pakistan 
and in fact very inadequate from every standard. This polrfts 
towards the necessity of afforcstatlon.8chcme3 being, introduced 
in Pakistan as early as possiblc, , 

(///) Sown area per head of population is less than an acre 
in both the Dominions but in Pakistan it is smaller than in India. 
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Since the degree of industnalisntion is extremely meagre in 
Pakistan this indicates a much higher pressure on land in 
Pakistan than in India. Due to increase in population during the 
last eight years without a corresponding increase in the sown area, 
area per head must be in the neighbourhood of *5 acres in 
Pakistan at present, which cannot be regarded as adequate 
under conditions of primitive agriculture and lack of alternative 
employments for the pop ulatio n. — : 

(ii)) PaklstafTlftisrhowcver, this advantage over India that 
the percentage of irrigated area to total cultivated area is 
double of what is in India. Thus the disadvantage of smaller 
per head sown area is more than compensated by the greater 
productivity of irrigared land. It is because of this that Pakistan 
is not only self-sufficient in food but also is in a position to 
export foodgrains. 

3. Agricultural Production — food crops : As we have seen 
in the above tabic the area under food crops as a percentage of the 
total area under crops is slightly higher in India and so is per 
capita acreage under food crops. Even then Pakistan is a 
surplus country as regards food production. This is due to the 
greater productivity of the soil in Pakistan, mainly due to better 
facilities of irrigation. This is indicated by the yield of the 
staple foodgrains of the country. In the table^ below are given 
statistics showing the relativ^e position of Pakistan and the 
Indian Domioion in the matter of acreage and production of 
food grains (cereals only). The statistics relate to the year 
1942-43. 


Area million acres. Yield million tons. 


Food grains 




All 

India 

Total. 

Pakistan 

Rice 

• •• 

79-0 

197 

Wheat 

• •• 

35-3 

8-9 

Jowar 

• « « 

40‘0 

■ 1-3 

Bajra 

• •• 

26-3 

2-8 

Maize 

• •• 

87 

1*3 

Barley 

• •• 

7-9 

•5 

Ragi . 

• « « 

58 

• •• 

Small milles 

• k* 

90 


Total 

• •• 

212-0 

34-5 


X share 

All 


X share 

of 

India 

Pakistan 

of 

Pakistan 

Total 


Pakistan 

24-9 

26-6 

6-5 

24 4 

25-2 

112 

3-9 

34-8 

3*2 

7-4 

•3 

-•8 

10*7 

4*8 

•6 

< 12*5 

15*0 

3-0 

■5 

16*6 

6*3 

2-5 

*2 

8*0 

• «f 

17 



• • • 

1-5 


• •• 

16*3 

58-7 

12*0 

20-5 


1. See “ Food statistics of India ”. 
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It is clear from the above tabic that in Pakistan land is 
relatively more fertile as compared with land in the Indian 
Dominion. While in acreage under cereals Pakistant’s share is 
16’3 per cent., in production it is as high as 20‘5 per cent. 
Individual crops also tell the same story. The lower yield in 
the ease of rice Is due to the special circumstances of the year 
to which the statistics relate. Yield In Bengal that year war 
lower due to certain natural calamities. On the basis of figures 
for 1939*40 while Pakistan had ^9% of the total area under 
ricci she Was responsible for 23Z of the total yield of the sub- 
continent. 

The following table gives detail of the two most important 
food-grains of the country. 


Area and yield of Wheat and Rice (1939*40) 



Crops 

Indlt 

West 

Pakistan 

Ease 

Pakistan 

Total 

Total 

India 

Area (mill, acrea) 

(Wheat 

i 

18*1 

8-7 

negligible 

87 

26-8 

Rice 

51*1 

1*7 

16‘9 

186 

69*7 

Yield Cmill. tom) 

Wheat 

( 

51 

2-d 

negligible 

28 

7*9 

iRlce 

16*5 

07 

5-7 

6*4 

22-9 


Thus as regards wheat while India has 67’5^ of the total 
area It accounts only for 64.4% of yield. Pakistan on the other 
hand with 32.5% of the area contributes 355% of the yield 
Wheat is almost entirely produced in West Pakistan. In 
1944-45 this sonc had a surplus of 6,20,000 tons of wheat, while 
East Pakistan which produces negligible quantity of wheat had a 
deficit of 1,77,000 tons in the same year. 

As regards rice, as already noted, India has 73.1% of the 
total area but only 72% of the total yield ; Pakistan has 26*9% of 
area and 28% of the yield. 84% of the total area under nee in 
Pakistan lies in ^st Bengal which produces 90% of the yiedl 
Rice is the staple food of East Pakistan while wheat is that of 
West Pakistan. In 1944*45 the deficit of rtcc in East Bengal was 
765,000 tons. But since wheat has not been able to replace rice 
in the diet of East Bengal surplus of wheat from West Pakistan 
cannot meet the deficit of rice In East Pakistan. Thus wheat 
has to be exchanged for rice before it can be said that Pakistan 
can feed itself out of its own production of food-grains. This 

^ States ate excluded. No details available. 
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diiBcuky can be solved by agreement with India according to 
which Pakistan' could supply wheat to Western Provinces- of. 
India in return for rice supplied to Eastern Pakistan by India. 

Another important food product is sugar in which Pakistan, 
is seriously deficient. This is so because of the lack of .sugar 
mills in our country even though . we have fairly good propor- 
tion of sugarcane. Thus in 1943-44 while Pakistan - had 14% of 
the total all-India acreage under sugarcane, -this country 
produced only 2% of the total factory sugar. This meets hardly 
10% of our needs. The deficiency can be met by starting more 
sugar mills in Pakistan. . Plans are afoot to start one of the 
biggest sugar mills of this sub-continent in N.W.F.P., at. Mafdan, 
which will produce about 50,000 tons of sugar a year. _ 

While- India is' self-sufficient in sugar .she . is deficient in 
food-grains and has to depend upon imports either from Pakistan 
or elsewhefre. ■ ^ . 

4. .Noii-fopd Crops i The^most important non-food crops 
of Pakistan are jute and cotton. Ampng others are tea, tabacco 
and oil-seeds. ; ~ 

00 Jute Jute' is the, mok profitable cash crop of Pakistan 
and is produced entirely in. the province of East, Bengal., The; 
mok "important producing districts -are Mymensingh (which 
- contributes 25% of the total yield), Rangpur, Dacca, Faridpur, 
"^ippera, Jessore, Raish'ahi and Pabna. ~ 

•The area- and yield in the two Dominions - for the .year 
1^47-48 are given below - - .■ - . .. 



. 

Pakistan . 

- Indian - 
.Dominion - 

-Total " 

Area (Lakhs) acres 

... 

-20 58 : 

6^5 


•270-4 . 

Yield bales (Lakhs) 


... ^ 6sii 

,16-95 

Z 

, 85r38 

Percentage share area 

• • • 

‘ '... ' ■ ‘76-1 ’ 

• 23 9 - - 


'100 0 

Percentage share -yield 

* • * 

00 

o 

.. 19-9' 

- - 

. iqo-o- 


- . - The whole sub-continent. produces 98% of the world’s raw 
jute. Over. 80%. of the total production is contributed by 
Pakistan. In the pre-partition India, Jute formed 25% of the 
value of the total .export trade of. the country. Its value- for 
Pakistan is indicated by the fact that 75% of the value of our. 
exports is contributed by- Jute. -The area -under Jute is only 4% 
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of the total cropped area of Pakistan and about 8 to 10 per cent, 
of the cropped area of Ease Bengal. 

Another Important fact about Pakistan Jute is its superior 
quality as compared with Jute produced in the Indian Dominion. 
Jute produced In the Pakistan districts of Bengal Is ** of hard and 
mcdlum-hard qualiticsi is fairly strong and contains a good deal 
of high coloured fibre suitable for the manufacture of the high 
grade hessian.”^ Hence India will always stand in need of high- 
class Pakistan Jute for her factories. 

This brings us to the other side of the picture. Although 
. Pakistan produces 80% of the total raw Jute 6f this sub-continent 
she possesses not a jingle Jute Mill. All the 91 Jute factories arc 
situated in the neighbourhood of Calcutta in the Indian 
Dominion. Even baling presses in Pakistan arc not adequate in 
numbers. East Bengal has only 31 pucca baling presses with a 
monthly capacity of 2,29»975 bales. There arc about 2,000 
kutcha baling presses of which 75 arc engine-drawn. Their 
baling capacity Is very low, about 100 — 125 bales a day. The 
Government of Pakistan have made arrangements for five more 
pucca baling presses. 

As regards Jute Mills. East Bengal requires at least 30 such 
mills with 500 looms each. This Is the long-term target of the 
^Pakistan Government. The short-term plan is to establish two 
Mills of 1000 looms which arc being shortly set up. In addition 
the Chittagong Jute Products Ltd. arc setting up a Jute Mill at 
Chittagong in the near future, another Jute Mill is being set up 
by another private concern. Jute Mill machinery for one of 
these Mills has already arrived at Chittagong. 

In the meantime, however most of the raw jute of Pakistan 
will have to be exported. Until recently Calcutta was the sole 
outlet for exports. Now Chittagong Is steadily gaining import- 
ance as a port. In October, 1947 only 984 bales were exported 
from this port. , By May, 1948 the figure had steadily risen to 
1,31.829 bales (of 400 lbs. each). India is the chief consumer 
of Pakistan jute.'. In 1947-48 reason Pakistan exported 58 lakh 
bales to the Indian Union. The quota fixed for the 1948 49 
season under thc'lndo-Pakistan -Trade -Agreement-of May, 1948 
was 50,00,000 bales. According to the latest Indo-Pakistan 
Trade* Agreement Pakistan has allotted 40,00,000 bales 'to 
India in spite of smaller estimated Jute crops this year /e. about 

55 lakh bales. ' ' ~ . 


1. VaVil: Economic Consequences of Pariilion, p. 19* 
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Since bulk of the Pakistan Jute is purchased by India, Indian 
policy with regard to purchase of Jute greatly influences the 
price of Jute in Pakistan and consequently the prosperity of the 
Jute producer. 

Recently Indian Jute mills have been following a restriction^ 
ist policy in the production of Jute goods and the Indian Jute 
■dealers have been slow to purchase Pakistan Jute. Consequently 
Jute prices have been falling with serious consequences for the 
peasanty of East Bengal Pakistan’s no devaluation decision has 
made the position still more difficult as we shall see in a 
subsequent chapter. 

The only remedy for Pakistan is to have her own Jute 
Mills for manufacturing Jute goods and to have direct export 
trade with other foreign countries. At the moment only a 
small proportion of Jute exported to foreign countries by 
Pakistan passes through her own port of Chittagong. 

During 1948 49 while exports through Chittagong came only 
to Rs. 24 8 crores, Jute going across the Indian land-frontier was 
valued" at Rs. 847 crores.. Much of the latter was exported 
overseas to foreign countries through Calcutta. 

The total value of raw jute produced in East Bengal came 
to about Rs. 116 crores for the year 1947-48. ' During 1948-49 
the value of Jute, exports alone came to Rs. 10).6 crores. At the 
rate of Rs. 170 per bale of 400 lbs, Pakistan’s normal production 
of Jute yields a per acre income of 578 a year ! No wonder it is 
Hed the “ Golden Fibre ” of Easr Bengal. 


(a) Cotton : 

The areas under cotton and yield for the two 

inions in 1939'40' and 1945-46 

were as 

follows 

• 



Acreage 

Yield 1000 bales 

Yield 

per acre 

Regions 

Thousand 

acres. 

of 400 lbs each. 

in lbs. 

1939-40 

1945-46 

1939-40 

1945-46 

1939-40 

1945-46 

r Desi 

1,400 

850 

580 

3C0 

165 

141 

West Punjab -{ Ameri 

- 






can 

1,700 

1,900 

600 

630 

141 

132 

{ Krican 

229 

117 

83 

53 • 

145 

I8I 

680 

750 

251 

3l8 

148 

' 170 

E. Bengal 

90 

85 

27 

23 

120 

108 

NW.F.P. 

10 

13 

. 3. 

4 

120 

123 

Total Pakistan 

4,109 

3,715 

1.544 

1,328 

150 

142 

Total Indian Union 

17,477 

10.765 

3,365 

2,H4 

77 ^ 

79 

Total All-India 

21,586 

14,480 

4,909 

3.442 , 

91 

95 

Percentage sKate of 
Pakistan 

18*5 

25'6 

31*5 

38-6 


- 
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It is dear from the abox’c table 


fa) While Pakistan ha^ about 26% of the total area it 
contributes al>oiit 39% of the production. This is due to the 
higher per acre yield in Pakistan especially in the canal irrigated 
areas of Sind and West Punjab. 

(b) West Puniab is the largest producer of cotton in 
Pakistan. In WSdS it produced about 70% of the total. 

(c) The (long staple) American cotton is almost entirely 
produced in West Pakistan, about 70% of the total being 
produced in West Punjab. 


fd) During the War period while area and production in 
Pakistan fell by about 10% the fall in India was as high as 39% in 
the ease of area and 37% in the ease of production. 

(c) Taking the different varieties of cotton grown in 
Pakistan the fall was only in the esse of dcsi cotton. Thus while 
the area under dcsl cotton fell by 38% (about the sime degree 
of fall 03 in Indh) area under American cotton rose by 11%. 

This explains the reason of the larger reduction of area 
under cotton in India. The area under dcsi cotton was reduced 
by about the same proportion all over the sub-contlncnt In order 
to divert more land towards growing more food. In West 
Punjab and Sind much of the area released from dcsi cotton was 
put under American cotton which was required for weaving 
superior cloth by the Indian mills. 

Since the partition there has been a serious fall in the 
production of cotton in Pakistan os the following table reveals. 
The figures relate to the final forecasts for the two years 
compared. 


Area 1000 acres 


Yield ICOO bales of Percentage chance in 
400 Jbs each 1946'47 over 1947*43 


19J6.47 

1947*43 

1946*47 

1947*45 

Area 

Yield 

West Punjab 1 

.877 

1836 

814 

614 

-2*2 

—24*6 

Sind 

8S6 

797 

374 

310 

—69 

—17* 

E. Bencal 

55 

55 

14 

14 


+ 1000 

N W F.P. 

5 

6 

I 

2 

+20’-0 

Total Provinces 

2'793 

2,694 

1^03 

940 

Em 

—219 

Bahawalpur 

405 

390 

162 

156 

—37 

-3 7 

Khalrpur 

30 

38 

12 

14 

+26.7 

+167 

Total States 

’ 435 

429 

174 

170 

-1.6 

—23 

Total Pakistan 

3,228 

3,122 

1.377 

1,110 


-19*4 
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Thus in one year while area under cotton in Pakistan fell 
only by 3'3 per cent production went down by as much as 19 4 
per cent. In the West Punjab while area fell by about 2% 
production decreased by about 25%. The higher reduction was 
thus in the West Punjab, Sind coming next. This -great loss to 
Pakistan can be almost entirely explained by. the disturbances 
following partition and their aftermath which was mostly 
.borne by the West Punjab. The outgoing non-Muslims. destroyed 
crops on their way to India — a sort of a scorched earth' policy. 
Moreover, migration of populations took place just as the season 
for picking was to commence. The refugees that came from the 
East Punjab could not be settled ’ quickly enough to be able to 
gather the crop properly and in time. Hence much of the crop 
was wasted. 

The prospects for the year 1948'49 could not be very bright 
either. Refugees were allotted only a few acres' each family on 
which they could hardly grow their food. Moreover, 
they had no experience of cultivating and handling the American 
cotton of the canal colonies, since they were used to the desi 
cotton of East Punjab. Added to this was- the loss, due to 
excessive rains and consequent floods of .1948. It could not be 
expected therefore that cotton production would reach its old 
pre-war figure of about 1=^ lakhs bales in the West Punjab. While 
the-estimate of the final forecast was 13 lakh bales,.^ actually 
only 10 lakh were produced. The area under cotton, fell by 
one lakh acres This fall ip production has been at a time 
when the world production of cotton in the. current year has 
been estimated to be 15% higher .and world consumption 
2 % lower than the year 1947-48. This has ‘led to the price of 
raw cotton to fall. Thus Pakistan producers have lost both on 
quantity and price. A further fall in cotton price has been 
caused by our decision regarding the external value of the Rupee. 

Pakistan needs cotton cloth but' has to export cotton due 
to the absence of her own industries. This deficiency must be made 
good as soon as possible. Moreover, our cotton export policy 
needs careful framing, a subject to which we shall return later. 

The importance of cotton to Pakistan is shown -by- the fact 
that' in 1946-47 the fofal value, of cotton produced in- the - Punjab 
was Rs. 30 cfores and in' Sind Rs. 15 crores. Even the .reduced 
crop of -the year ending 31st -March, . 1948 contributed -Rs. 30 
crores to our- total exports from Karachi, i.e., 75% of-the total 
value' of exports. " ' ' ~ . 
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(w) Tea. After Jute tea h th* most Important cash crop of 
Eastern Pakistan. The total area unler tea in undivided India 
(fc. 1946' was 833,003 acres, which yielded 559,003,000 lbs. of tea. 
Of this 89,000 acres were in Sylhet of which Pakistan got 

67.000 acres as estimated by the Indian Tea Licensing Committee. 
The other tea growing areas in Pakistan are Chittagong and 
Chittagong Hill Tracts which have about 3,000 acres of tea. 
The total area under tea In P.\klstan, therefore, comes to about 

75.000 acres. If the production is in the same proportion os the 
area (Lc. 9/1) the estimated yield for Pakistan in 1946 should 
have been about 50 million lbs. The total production during 
1943-49, however, has been estimated at about 45 million lbs. 

Immediately after partition the Pakistan tea industry was 
faced with several serious problems. Among these were the 
sudden drying up of the traditional source of supply of seed and 
tea chests, difficulties of finance due to disruption of banking 
facilities based on Calcutta etc. To resolve these difficulties a 
Conference of producers, brokers, shippers, bankets and all others 
concerned with the tea industry was convened by the Pakistan 
Government at Sylhet in January 1949. Ah a result of the 
recommendations of- this Conference several steps have been 
taken to help the industry. Among these arc : A Tea Board is 
to be established for licensing and marketing of tea; Zoning 
Committees have been formed for surveying derelict gardens, 
Tea Licensing Committees have been set up at Chittogong and 
Sylhet to allccatc the 2/1 extension of cultivation permissible 
under the International Tea Agreement to which Pakistan is 
now a party ; some 62,OCO lbs of good quality tea seed have 
been obtained from abroad ; import of tea chests have been 
placed on open general licence from all soft currency areas and 
requests for imports from hard currency areas arc to be liberally 
granted ; there is a proposal to construct a covered warehouse 
with 2,00,000 square feet of accommodation before the end of 
this year ; certain existing storage facilities have to be placed at 
the disposal of the tea trade, railway priorities have been granted 
to remove inland railway bottlenecks ; and supplies of coal, 
fuel oil, kerosene and fertilisers have been made readily available 
to the tea estates. 

Asa result of these measures It became possible to hold 
the first Pakistan tea auctions on July 16, 1949 at Chittagong. 
Between 2,000 to 3,000 chests of tea arc reaching Chittagong 
every week. It has thus been' possible to export 6,500,000 lbs. 
of tea from Chittagong between 1st April and 31st July 1949 ; as 
ogalnst only 166,000 lbs. during the same period in 1948, 
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Pakistan is now one of the signatories of the International 
Tea Agreement, which regulates the production and export of 
the principal producing countries.' In 1948-49 Pakistan exported 
tea valued at Rs. 3.75 crores of which Rs 3.55 crores worth were 
exported to the United Kingdom. Pakistan had contracted to 
supply 28 mill. lbs. to his Majesty’s Government during the year. 

Pakistan produces no coffee. This still more increases the 
importance of the “ cup that cheers. ” 

Qv) Tobacco . — The area under tobacco in Pakistan on the 
basis of 1938-39 figures is about 3i lakhs of acres. This is about 
one-third of the total acreage in the Indian sub continent. The 
annual production is about 14 lakh tons which is again about 
one-third of the All-India production. Thus in proportion to 
population Pakistan was better off in this particular product 
before the war Figures relating to later years show much less 
area under tobacco in Pakistan and also much smaller yield. For 
instance in 1945-46 out of the All-India acreage of 12 lakh under 
Tobacco Pakistan’s share was only about 2 lakhs. As regard 
yield Pakistan contributed only 88>000 tons to the total All- 
India production of 4.23 lakh tons (/.e. 20.8%h 

There' are no statistics to show how much of this tobacco 
is consumed in the form.of bins and cigarettes and how much' 
is used without being processed. It is known, however, that all 
the 279 tobacco factories including biri factories (T942 figures) 
have fallen in the Indian Union. 

(t/) Oil Seeds. The following table’- indicates the share of 
Pakistan in the total area under and production of oil seeds in 
the Indo'Pak sub-continent. The figures relate to the year 
1938-39. 

Area 1000 acres. Yield 1000 tons. 



All- 

India 

% share 
Pakistan of 

All- 

India 

Pakistan 

X share 
of 

Groundnuts 

total 

... 8,439 

Pakistan 

Total. 

3,196 

neglig' 

Pakistan 

• •• 

Sesamum 

... 4,331 

215 4-9 

396 

ible 

32 

8-0 

Rape and Mustard 

... 5,603 

1,199 21-8 

926 

232 

25-0 

Linseed 

3,894 

78 2 0 

445 

14'5 

3*2 

Castor seed 

... 1,199 

5 

111 

neglig- 

ible 

... 

Total 

... 24,371 

1,499 6*1 

" 5,074 

279 

5*5 


1. G. L. Bansal : India and Pakistan (Statistics), p. 9. 
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It Is clear, from fhc above table that the position of 
Pakistan in the matter of oil seeds is much weaker as compared 
to the Indian Union. Pakistan has 6% of the AlHndia area under 
oil seeds against Indian Union’s 94%. The position regarding the 
yield is abo smaller. India has a virtual monopoly in groundnuts 
while Pakistan’s production in this product, linseed and castor 
seed, is negligible. The only oil seeds in which Pakistan has a 
fair share is rape and mustard. 

Oil seed was an important Item in the export trade of 
prc'division India and is still so in the ease of the Indian Union. 
1945'46 it brought over Rs* 13 crorcs from foreign countries. 
Oilseeds arc also used in the country as food, source of edible 
oil and cattle feed, and supply raw material for lubricants, paints 
etc. Pakistan must grow more oil seeds to meet her requirements 
and also to earn foreign exchange through export. 

Thus as regards non-food crops, Pakistan is predominant in 
cotton and lute, scl^juffictcnt In tea and tobacco and is deficient 
in coffc and oil seeds. The small amount of coffee consumed 
can be imported, but Pakistan must grow more oil seeds in the 
interests of her cattle and oil products . 

5. The Need for Increasing Agricultural Production : 
Agricultural production is the mainstay of Pakistan. The whole 
of economic development of Pakistan muse ultimately depend 
upon the surplus produced by our soil, Pakistan has been called 
a surplus food area. This is true only in a very limited sense. 
We may be able to spare some wheat in a normal year. But 
with the least abnormal circumstances like the flood or failure of 
rains this surplus can easily turn into a deficit, as during the 
year 1948, Moreover, in order to feed East Bengal, which does 
not produce enough rice even In normal years, we have to 
exchange much of our wheat surplus with rice. The actual 
surplus remaining after this transaction docs not show a wide 
margin. The influx of about 20 lakhs more refugees has created 
more mouths to feed and the population ot Pakistan will 
continue its usual rate of increase. Finally, merely because at 
given prices there is surplus to export docs not mean that the 
masses arc being adequately fed. Our surplus food position, 
therefore should not lead to complacency. If no steps 
are taken to increase our food resources, even this uncertain 
surplus will disappear within o few years due "to the natural- 
growth of population. 

As regards our non'food crops , cotton, jute, hides and skins 
POd tea are the most important. Cotton will have to b'eTurnecT 
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I into cloth for clothing our masses. The surplus available for 
I export will thus progressively decrease unless production is 
i further increased. We are not getting the best value out of our 
I jute as long as we do not manufacture it into jute goods ourselves 
/ and as long as we have to depend upon Calcutta for sending our 
raw jure to foreign countries. India is trying to become indepen- 
dent of Pakistan in jute. In proportion as she succeeds in these 
efforts the increase in the total supply of jute is bound to depress 
its prices in the international market, thus reducing the value of 
our surplus exports. Pakistan should concentrate upon the 
production of the best qualities of jute for which some of her 
districts are specially fitted. It may he possible to transfer some 
of the land producing inferior jute to the cultivation of rice, 

: thus making East Bengal self sufficient in food. A policy of 
proper crop-planning therefore is indicated. 

As regards tea, the industry is in the hands of Europeans 
and Hindus on whose stay in Pakistan we cannot rely. The 
, production of tea will also have to be increased to give us ' more 
foreign exchange. As to hides and skins these should be improv- 
! ed in quality and used in the. country for the production of high 
; class leather goods. 

• The area under sugarcane in Pakistan is not adequate 
; for our needs of sugar. We require not merely more 
j sugar mills (which are practically non-existent at the moment) 

< but also more sugarcane production either by proper crop- 
: planning or by aiming at higher yield per acre. 

' We are seriously deficient in oil seeds which are necessary 

■ for feeding our cattle and also as basis for various vegetable oil 
( industries. 

! Further, we must have more land under fruit gardening, 

; forests and fodder for our cattle. 

i ■ In a word, our land resources are not being properly 
; utilized. We must have more production and achieve it in a 
( planned manner. 

\ Apart from crop'planning which will ensure propar propor- 

tions of the various kinds of products, production may be 
increased either by “ extensive ” or “ intensive ” methods of 
! cultivation or both simultaneously. The possibility in these 
I directions are discussed in the chapter that follows. 



CHAPTER III 

INCREASING AGRICULTURAL PRODUCTION 

1. Extensive versus Intensive farming. The settlers in 
a new country brine under cultivation first those lands 
which they regard as most fertile or most convenient from the 
point of view of accessibility etc. As population and demand 
for agricultural produce increase lands that were regarded as 
inferior before, also become profitable to cultivate. In this 
way the cultivated area goes on expanding. A stage is reached 
when no more new area is available for extension of cultivation, 
or if availablci the production obtained from such area is 
not adequate to pay for the cost of such production. The 
agriculturists then cry to produce more by investing more capital 
and labour in the lands already under cultivation. In other 
words, they shift from the ‘extensive’ to the ‘intensive* 
methods of increasing production. Sometimes the two methods 
proceed simultaneously. The additional produce required is 
partly produced by greater Investments in the older areas and 
partly by bringing new areas under cultivation. Whether one or 
the other will be preferred will depend upon the relative costs 
involved. These costs may change with the development of 
scientific methods of farming the land 

Thus even in an old country some lands may have been 
regarded as impossible or uneconomical to cultivate, but due to 
new technique or opportunities of dealing with them, the scope 
for extensive cultivation may appear. For instance, before the 
construction of canals in the colonial areas of Punjab and 
the Barrage commanded areas of Sind these lands were regarded 
as unfit for cultivation. With the new technique of digging 
canals and on account of the irrigation policy of the British 
Government what were hopeless deserts were converted into 
smiling fields and fiourishing centres of population. 

Similarly as regards intensive farming the old lands under 
the plough producing meagre crops may be made immensely more 
productive by the use of adequate and better manures, superior 
seeds, better crop rotation, better and deeper ploughing, more 
ample and regular water supply and greater attention to other 
processes of cultivation etc. Moreover, prevention of wastage 
through plant disease and other pests may increase the amount 
produced from these lands. 
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2. Scope of Extensive Cultivation in Pakistan. Now the 
question arises : Are there" any lands in Pakistan which at the 
moment are lying juncultivated and which could profitably be 
brought under cultivation by the application of ' science or 
enginpering? -Such, lands are known as “ culturable waste” in 
' agricultural statistics. This waste may be due to defective 
physical or chemical qualities of the soil. Thus the land may be 
top sandy, too stony, too dry, too uneven, too swampy etc. These 
are physical defects and can be removed, provided the cost is not 
prohibitive. On the other hand the land may contain . an over', 
supply of certain chemicals or under-supply of certain other 
chemicals. This balance can also be adjusted provided ' the 
cost is not too great. By cost being prohibitive we . do not 
necessarily mean that private enterprise does not think it 
profitable to invest the necessary capital for the reclamation of 
these lands. Private capital takes a very narrow view of 
‘profitability’. It expects returns during a comparatively short 
'period and. does not give adequate importance to the in'direct 
advantages conferred on the community through such reclama- 
tion, Moreover, the capital investment involved may be so great 
that it may be beyond the financial capacity of private enter- 
prise. In Italy, for' instance, under Mussolini millions of acres of 
wheat lands , vyere reclaimed by the action of the State. This 
could never Have been done if this task was left to private 
enterprise. Even in Pakistan no private enterprise would hav'e 
undertaken the construction of irrigation works of the type 
found in' _theJP_unjab-and‘ Sind'. 

; Now as tegards the answer to the question posed in the 
j beginping of this section. The answer is that we do not definitely 
; khpw what is the scope for extension of cultivation in Pakistan. 

I Superficially speaking one would think that there is not much, 
The pressure of population in these areas has been very, great 
.and so has been the land hunger of the people. Under the 
pressure of war-time high prices and the Government’s Grow- 
More'Food campaign every inch of land that could be profitably 
cultivated was brought under the plough. In fact profitability 
was not'the only .test. The Government spent huge sums to 
encourage greater production in every way. Even some of the 
fallow land was brought under cultivation and double cropping 
of land was extended considerably. With all these efforts in 
1943-44 (the peak year of G. M. F. campaign) as compared with 
the average of six years ending 1941-42, only 3*5 milliori acres 
more were- under the plough.. This was an iricrease of 1*6 per 
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War time efforts, however, were concerned primarily to meet 
an emergenev. Under the Grow More food Compaicn foot 
shortage caused by the war had to be met at a short notice. The 
methods followed were, therefore, improvised to produce quick 
results. When planning has to be done on long term basis 
measures, (eg. construction of new and expensive irrigation 
w’ofks) can be taken which yield results aftet a long time. 


The table given below shows how the land U being utilized 
in Pakistan : 



Per cent. 

Classification of area. 

Million acres 

of 

Total. 

Net sown 

43 

37 

Current fallow 

11 

9 

Total cultivated 

54 

46 

of which irrigated 

20 

17 

Forests 

5 

5 

Culturablc waste 

26 

23 

Noe available for cultivation •»» 

30 

26 

Total uncultivated 

61 

54 

Total land 

Percentage of irrigated to cultivated 

115 

100 

area 

36 


Percentage of cultivated to total area 

46 

... 


How far arc there any possibilities of bringing more area 
under crops ? Let us take each of the uses to which land is put 
as shown in the table. 

We may leave out area already sown and that classed as 
not available for.cultivation. The latter is area under build' 
ings, roads, or otherwise definitely known to be incapable of 
being brought under the plough. This leaves “ current fallow”, 
“ forests area ” and " culturablc waste”. 
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There is no question of reducing the area under forests and 
putting it under crops even if it was possible. As a matter of 
fact most of our forests are on the hills and converting those 
areas into crop area will not be an easy proposition. But even 
if this could be done easily it would be a bad policy. As we 
have already 'cen 5% of the total area under forests is already 
much below the necessary percentage for a country. Efforts 
should in fact be made to bring some of the “ culturable waste” 
under forests It may be possible that for some of this land 
this may be the only possible use to which it may be put. 

. As regards “ current fallow,” this is not a specific area of 
land, it is the amount of land which in rotation is left without 
crops during a particular year in order to allow it to recuperate 
its productive powers through the action of the sun and the 
air. It forms a high proportion of the total cultivated area 
(i.e. about 20%). These 11 million acres of yearly ‘waste’ could 
be saved if other means of maintaining the fertility of the 
soil could be devised. And this should not be difficult in the 
modern world. It is all a matter of more water and manuring 
and more scientific ploughing. 

As regards the item “ culturable waste”. It is very difiSi' 
cult to say how much of it is definitely known to be cultiv- 
able. Our classifications are not very scientific. In the official 
statistics of pre- division India this category of land was shown 
to be 93.8 million acres out of which “ definitely known to 
be cultivable ” was shown as only 8*65 million acres. Further 
out of 13 9 million acres of such land in the old Punjab, 3.18 
million acres were shown as “definitely known to be cultivable”. 
Out of the iri million acres of cultivable waste in Sind no 
land was shown under the category of “ definitely known 
etc. 

It appears that the estimate of “ definitely known as cultiv- 
able ” was made very conservatively. The possibilities of ex- 
tended irrigation facilities seem to have been ignored entire- 
ly. For instance it is estimated that the irrigation projects 
which arc cither already under construction or w'ill be con- 
structed during the next four years will irrigate 2’8 million 
acres in the Punjab and the same amount in Sind. Almost the 
whole of this area is land. which has nor l^ecn producing crops 
in the past. | Kducli of the cultivable waste lies in the provinces 
'of tb.c Punjab and Sind and extension of irrigation facilitics_,‘ 
is bound to increase cultivable area in these provinccf., Sepa- 
iaro'''"fignrcs~fot T.isr'Paki5tan''*'aTC‘" ifot 'available. For undi- 
vided Bengal ‘uncultivated waste' was estimated at 6 million 
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acres. In that province the problem is not so much of Irriga- 
,j:ion as^f draining the swamp^land^ 

What is rcallfhccessary is to have an all Pakistan survey of 
the soil and determine dcfinility the area which can be brought 
under the plough by various measures, it appears there arc 
considerable possibilities of cxccnJing cultivation in Pakistan 
provided the state pursues a policy of land reclamation under ( 
the general AlhPaklstan plan of development. What is un- 
economical to the private investor may be found to be an i 
economic proposition when undertak’en in national interest 
by the state. At the moment the lack of data makes all ' 
assessments of possibilities of extension of cultivation more or 
\ less a matter of speculation. 

Scope- for'^IritcnsTvc Cultivation. — Another method < 
of increasing production is the use of more intensive methods j 
i.c. deeper ploughing, more adequate manuring and watering 
etc. By such methods Japan has achieved remarkable results J 
in productivity per acre. ' 

At the moment the farmer in Pakistan is not exploiting the , 
land to the best advantage. C onseq uently yield per acre in our 
_country-is-^mong the lowcst^in tK^'world'TsnKc' following ' 
tablc^ shows'T^ ' “ 

Yield m msundi pet acre. 


Crops. 

Pakistan Japan. 

Italy. 

U.S S R. 

U.S.A. 

2h[na. 

Rice 

... II.-10 

33.40 

50,20 

17.40 

..22.20 

23.00 

Sugarcane 

... 560.00 

597.70 



527.70 


Wheat 

... ■'b.oo 

16.00 

13.20 

17.60 

' ... 

9.90 

Cotton 

1.75 

2.40 

2.07 


3.20 

2i0 

Barley 

... 8.20 


... 

19.40 

iOOO 

10.60 

Maize 

7 50 

17.00 

17.70 

26 60 

13i0 



The ease of Japan is very Instructive for Pakistan. The con- 
ditions in that country are similar to those prevailing in Pakis- 
tan in many respects. It is a country of small cultivators who 
use very little of modern mechanical methods. The problem 
of irrigation, however, is not so difficult there as in Pakistan 
especially western Pakistan. In this respects Japan’s conditions 
are more analogous to East Bengal. Japan, however, demons- 


(I) Table quoted from K. A. Rahman (Director Agtlcultutc Punjab) 
Economic Reconstruction of Pakistan with Special reference to Agriculture. 
Pakistan Ecnomte Journal VoL I No. l.P. 9. . ' 
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trates what can be done even with meagre resources, by a pea- 
sant on a small area of land. Per head cultivated area in 
Japan is only about one third of an acre as compared to Pakistan’s 
‘6 acres. Even China produces more per acre. Italy is an- 
other ample where conditions are not much different from 
Pakistan. But these are all comparatively poor countries. The 
yield per acre is relatively high but the yield per man is low 
because of the inordinate pressure of population on land. 
The standard of living of a people depends not so much on pro- 
duction per acre as per man. In countries like U. S. A. Canada 
and Australia productivity per acre may not be as high as in 
Japan, Egypt and China, but since land per cultivator is large 
the standard of living of the rural classes is much higher. The 
ultimate goal, therefore, should be productivity per man. 
This would imply lpj,vcring-4:he.pxessure of _poi^ation on the 
soil in othef'^vvbrds a wel[_ balanced ^con^rmc_ ffevelopmeBt. 
This in' offFcounffy'mffans, greater stress oh the development 
of industries.' "So long', however, as the population depending 
on land remains what it is, intensive methods of cultivation 
should be employed as much as possible to get the most out 
of the land under cultivation. What needs to be stressed is 
.that mere intensive farming is no sure way out of poverty. 
Ji^ensive farming_can--co;;exist„with poverty of the rural masses 
xXll^'JjPahTTgypt and Chipa., In fact mostly intensive cultiva- 
tion is carried’ oh ' b~hly where" landed area per head is stn^ 
and the peasant has^to-t-ake-_jout his subsist-ence~from4t.^Tg 
'e’radicath' poverty! on the oj^e han3~“mbfe efE:ient methods' ^ 
cultivation must be employed, and on the other, alternative 
employments must be created to absorb the surplus labour set 
free by the very use of these ef&cient methods. 

4! MethT)ds"^6r InfensiveTarming. — If yield per acre is to 
be. increased the land must receive adequate irrigation, and 
improved implements and heavy yielding varieties of seed must 
be used. Adequate manuring is another essential. More over the 
power used must be efficient and effective. And above all the 
quality of the human factor, the man behind the plough, also! 
must be of a high standard of efficiency. We shall now investij 
gate the position of these factors in Pakistan and the scope on 
imprqyement.in.each case. J 

5. Irrigation Facilities.- One of the greatest achieve- 
ments of the British rule in India was the construction , of 
artificial irrigational works. In Pakistan the provinces. of the 
Punjab and Sind possess systems of canal irrigation which may 
be counted among the finest in the wd^d. Where there are 
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fto £tnalsf well Irrigation 16 practiced and new plans for supply- 
ing tube wells are also under completion. In Hast Pakistan 
there Is plenty of water available. In fact the problem there Is 
of drainage rather than of irrigation* 

For the history of Irrigation development in the Indo^ Pak 
smhs^njHncnc the reader Is referred to the Appendix to this 
chapter. ~Here we briefly describe the various Irrigation pro- 
jects now under construction In the various provinces of West 
Pakistan and the drainage schemes in hand in East Pakistan. 
These new works have significance for both extensive and 
ntensivc cultivation. 

The moat Important irrigation scheme under construction 
in the Punjab is the Thai Project. This scheme was started be- 
fore the partition of the province and was estimated to take 
ji bout 1 0 y e ars to complctc^_JNowrmn5Xpcctcd'~t'o~T)T^m^ 
pleted ■Byl95n V7hcn completed it will irrigate an area of! 
about 16 lakh acres of hitherto barren land. Schemes fori 
colonisation In this area arc already under way. Ten lakhs ofj 

acres arc propos ed to be turne djnto co-operative larms,.-^ f 

- -'^hc'Xbwcf^Ind Project will irrigate about 15 lakhs acres of 
new land. It will cost Rs. 20 crorcs and w4l be completed in 
three years. Sind Ukc the Punjab is a surplus province for food- 
grains. The completion of the new scheme will augment her 
food resources still further though the main product of the area 
wHl^e superio r American cotton. — — \ 

hrNTWrFrPrtHc'^TafsalTHydro-elcctrlc project will help Inj' 
irrigating about 70,000 acres of land in Peshawar and Noshcral 
Tehslis, This acreage will be further increased by the Khcskil 
irrigation scheme irrigating about 13,000 more acres. As a re- 
sult of these schemes N/W.F.P# will became self-sufficient In ' 
^foodgralns. The present annual deficit is about 50,000 tons. 

A nurabgT^f-fichcntes are under ^onsideratlon-by'thff'Go^ 
ernment for Baluchistan. Among these are: Anambar River 
Irrigation Scheme In Dukkt Tehsil, Loralai district. It aims at 
conserving the surface and sub-surface water flowing in the 
Anambar rivet by means of sub-surface weir and other irriga- 
tion works. It will increase the average cultivation of the 
area from 900 acres to over 6,0(K) acres. Another scheme is 
to construct sub-surface weir and irrigation works at a place 
about 10 miles from Gumbaz on the Narechi river. This will 
increase cultivation of fhc area from about 100 acres to over 
3,000 acres. In addition there are smaller schemes for rcstora- 
Won of water supply from loss into the Shingle bed of the 
K^nchagal river In Zhob district. A dam will be built on the 
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river at a distance of 11 miles from Hindu' Bagh.,\ Another 
scheme will improve the Dukki watercourse hy constructing 
aqueducts and lined channels. Further the Government pro- 
poses to dig wells, clean springs, improve Karez channels’ and 
build bounds to hold flood waters. The , food - deficit of ‘Balu- 
chistan at present is about 24,000 tons a- year. , These schemes 
aim at making the province self-sufficient in fpodgrainsT 

Irrigatiotii Flood Control and Drainage Problems i ti East Beh- 
gal. — There is no paucity of water in’ 'East Bengal. '* RainfalLis 
plentiful, rather excessive in certain "pafts of the .year. There 
are countless streams spread over the whole province. The’ 
main problem is flood control and prevention of erosion. Ir- 
rigation problem here is mixed up with soil conservation, drain- 
age and navigation. 

, ■*1 

Floods have occurred with disastrous regularity in the dis- 
tricts of Chittagong, Tippera and Noakhali. Hitherto nothing 
has been done for their prevention and control.- Long and 
short term measures are being planned now. There are three 
types of schemes in hand : (a) Development, (b) Grow-more- 
Food and (c) Relief and Rehabilitation. There are six develop- 
nent schemes proposed with a, total cost of about Rs. 6 lakhs. 
A Hydraulic Laboratory is to be set up at Dacca and a 
Hydrological Survey is to be carried out at a cost of Rs. 17| 
akhs. Data will be collected about slopes, inclines and water- 
evels during the various times of the year. This is to facili- 
:ate the development of irrigation, navigation and drainage. The 
iCarnafulli flood control and Hydro-electric scheme has already 
jeen taken up. Its main benefit will be control of devrstat- 
ng floods in the Chittagong and Tippera districts. Similarly 
ialda flood scheme has been included in the provincial plan. 
For conservancy of rivers, bandalling and dredging works have 
Deen undertaken. 

6. Dangers of Irrigation. — Construction of large irrigation 
works have not proved an unmixed blessing. Water logging 
md salt effervescence in certain areas have led to deterioration 
af the soil and creation of unhealthy surro'undings. In the Punjab 
n Pakistan (and Bombay in India) a good deal of land has be- 
:ome unfit, for cultivation due to this reason. And this process 
s going on. Every year in this province thousands of acres go 
)ut of cultivation. It has become quite a serious problem and 
s causing considerable anxiety to the government and the 
jeople. Water logging in the Punjab has been due to the rise 
n the water table, the effects of which appear Jn two . forms. 
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(/) saturation of thd Soil Ideally known trs semi and in worst 
[affected areas the appearance of water on the surface and the 
formation of jhccis (//) concentration of salt in the upper 
layers of the soil locally known as Thur. In 1932t 26,000 acres 
were affected by sem and 300,000 acres by Thur. By 1943 the j 
J^urcs^j^c^ectlvcly w ere 34 . QO^a«d L4 mH lIon. 

The remedies usually suggested for thls^cnomcnon are : 
(fl) pumpinc out of water by tube wells and other methods of 
drainage, (b) Proofing of canal beds by concrete. But this 
docs affect the channels, (c) Opening out of closed and ob* 
structed drainage. But this may involve the remaking of the 
whole canal, (d) Replacing canal irrigation by well irtigation. 
This would be very expensive, though the expense may be 
worthwhile where the danger Is imminent (e) prevention of over- 
irrigation, by changing the s ystem of supply to forc e jhe.>cultii^ 
^a tor to .e conomise w atcf ._^ i he prest^r sysTem ot supply leads , 

I to ovcr-irrigationT'TTWs is estimated to be 30 to 50 percent In 
Athc ease of wheat In the Punjab. Charge of water is made not 
IWccordlng to the water used but according to crops watered. ! 
Moreover, the supply is uncertain and the cultivator naturally ( 


tries to irrigate as hcavilv as he can. The sale of water by , 
I volume has not been tried but it is held that it would make the > 
f\ culcl^tor eco^ m lse water. _ 

7 Impro'ml Implements and Power. The use of better 
agricultural implements can also make our land more productive 
and lessen the physical strain on cattle and worker. The provin- 
cial departments of agriculture have devised various kinds of 
ihiproved Implements and have tried to popularise them among 
the peasantry. The chaff cutter has been most widely used. 
The furrow-turning plough, seed drills, intcrculrurc implements 
*^ nd can_ ejtmhing^ achtne3 h ave also b^a.ii3ed.. ^some extent. ^ 
But" m the words of^^Hc^Dlrector of AgrTCulture in "} 
the Punjab ‘'these implements have not spread among the ’ 
zimindars to the desired extent because of their low purchasing < 
powcr.i” One could not expect their meagre pockets to afford j 
expensive machines like reapers, threshers, tractors and bull i 
dozers. , These can only be used under some sort of cooperative 1 

^ system which we shall recommend at a later stagedn this book, 

^M6feT;£Bcierrn)Dwer-cQn'be-madtr3vaTIabie.wItlr^he'‘3e\^lop- 
ment of hydro-electric resources which we have already con- 
sidered. Ac present man and cattle supply this power. We 
have already referred to the cattle and the necessity of im- 


(1) Dr. K. A. Rahman op clc. F. 9> 
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provtng'its quality; About the man-behim'd the plough we ahall 
speak presently. 

8 Better Seed. Another important method increasing the 
yield is; to popularise the. use of improved varieties of seed'. In 
.this,, respectthe._Agdc-ul'tur-al-— Departments Jhave~jachj.eved-goQd.r= 
results. Improved varieties of wheat and cotton are said to pro- 
duce from 15 to ZO percent, more per acre; The Coimbatore, 
crosses of sugarcane produce more than double per acre edmpared 
to the indigenous strains.^ 

With all the efforts on the pact of the Provincial Depart, 
ments only a small proportion of the total, area was sown with- 
improved seed in pre partition- India. The percentage- however 
varied according to crops. The highest wasi sugarcane where it 
wa&-76%t followed by jute- 62*5%,. cotton 35‘5-%^ wheat 24.9%, and 
rice, only 5%. The over all percentage, for, Brituh India waS' 10- 
arid for all India' 8.1. 

' ■ The percentage of area under improved seed in Fokistan is- 
much higher than it is in. the. territories, now in India. In Ea^' 
Pakistan the percentage of area, under better- varieties of rice is. 
small but that under jute is very high as noted above. In West 
i Pakistan its two chief crops Wheat and Cott on ar e mainly, pr^ 

[ duced with the help of better varietie^if^Slparate fftdres~for''lfhe 
""’Pun] abTaTS^ety 'eheduTagihg^riTKi s respect. In the proyince 
out of the rotal area of 65, 77 j 600' acres under wheat 5T,.29V519'^ 
acres (or 77 ’9%) were sown with improved varieties of seed in 
194.T'48. In the case of cotton 17, 19, 388 acres out of 18, 05, 
300 acres were under improved varieties. This, comes to ovec 
95%. 

Here, however^ a note of caution is; necessary becaussj 
much of this- improved seed is not of pure quality;. “As the 
provincial governments supply a very small fraction of rmproved'. 
seed every year purity cannot be maintairied. in- the ficldi- 
The seed, prodbeed at. the Government Farms under scientiffe; 
management can only be said tO' be pure and that* source is*- only 
5>%.tod0%of the total seed' distributed^ The. seed’ p'roGuredifronr- 
private sources for’ sale is seldom comparable* withi the for?' 
men?*’ Arrangements should^ be made for the. supply of pure 
seed to the cultivator by the Government Departments,, 
preferably, through the. co-operative. societies- as suggested latw:. 


(1) Dr. K. Aj Rahman op, cit P. II. 

(2) Ibid P. 10. 
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9 , Adequate Manuring. After good seed and ad’cquafcf 
IrrigatloTT proper aupply of manure Is very necessary for Iri- 
creasing yield. The general complaint is well known rhat thef 
cultlvatof in PaUston burns as fuel cow dung which is the 
b^st source of farm-yard manure. This cannof be helped as 
long as fuel supply in the country is inadequate. Even then 
much of the farm-yard manure that goes waste through ig" 
norance can be made available for the soil. The urine of cattle 
for instance* is allowed logo waste without any attemptat Itrf 
collection. Much of the cow dung can be saved from being burnt 
if proper use as fuel were made of dry stubble arfd other 
s\\ecpings More over planting of trees on canal banks* roads* 
village commons, and on boundaries of fields can considerably 
increase the supply of fuel Mr Bnync, of the Rural Uplift 
fame, did considerable work in the Punjab m connection with 
popurarisatfoft of the methods of manure preservation through 
digging of pus His work however, was soon forgotten by 
the peopre*. Persistent propaganda for this purpose is necessary. 
The co'Operativc agency can again help here andf so can the 

village schooF. 

/' The Royal Commission on Agriculture recommended several 
other methods of increasing the supply of manure. Among 
these are composts, night soil, growing of Icgumenous crops* 
use of oil cakes and fish* ricc'husk-ash etc., as fertilizers. More" 
over, chemical manures can be produced and made available fo 

_thc pe asanr at rea sonable- rates - -r- 

"CS^poft^ is obtained by causing decomposition of all’ sorts 
of waste materials, sweepings, leaves and ocher vegetable matter 
In China vast quantities of composts ore manufactured from 
the wastcof cattle, horses, pigs and poultry combined with her 
bage, straw and other similar waste* ExpcrimentSr irr prepar 
ing compost were made in certain Provinces of prc'partition 
India including Bengal, by the Agricultural Departments. Such 
experiments should be pursued by the Pakistan Provincial 
' methods devised to make the results 

rejudicc against th^use^of^dighC’ 

'his can be broken if the night soli 
18 cemverted Into poudrette*. The method of convettlttg 
night soil Into poudrette — in which form it is much less abno* 
xfoustouse — proved quite successful at Nasik in India. Theso, 
should be tried in Pakistan Co-operation between the* AgricuU I 


If (1) Repott Royal Commfsiion on Aeclculture F 58^ 
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rural Department and municipal authorities ’can produce profit- 
able results. The sewage process of making the night soil into 
less abnoxious manure is recommended for towns, where there, 
is a regular sewage system. ^ — 

The agriculturist in Pakistan knows the value of legumenous 
crops which improve the soil eg., gram. The Agricultural 
Departments should discover new varieties of such crops and 
popularise them. As regards green manure experiments 
have discovered that Sann hemp on the whole gives the best 
results. But the trouble is that when grown, it exhausts so 
much of the moisture in the soil that enough is not left to 
decompose it when it is ploughed in. 


^ As regards the chemical manures their use in Pakistan so. 
.far has been negligible. Jn the Punjab, for instance, consumption 
of artificial fertilizers (sulphate of Ammonia and sup er s ulp hate) 
is only 0'32 lbs. per ac'fe. Compare this with 350^ lbs in Japan, 
135 4 lbs in U. K. and 232’3 lbs per acre in Belgium. Their 
price is beyond the pocket of the average cultivator. „The 
government of Pakistan is contemplating the establishment 
'of an ammonium sulphate plant in the Punjab. It will produce 
bout 1 lakh tons of ammonium Sulphate a year for supplying 
’ertilizers for agriculture. Experts were invited from U. K. 
U. S. A. and Belgium to advise in this matter and their reports 
ar.e under consideration of the government. 


10. Protection of Plants. Yield can be increased also by 
saving -the loss caused to plants through the ravages of pests 
and diseases which is of enormous dimensions. 


; The damage done to crops in the Punjab (Pakistan) alone has 
been estimated at over Rs. 8^ crores, on the basis of the crops 
of the year 1945-46. Thus ;- 


Crops 

.!»•-» • 
Cotton American. 
Cotton Desi. 

Sugar Cane. 

Food grains. 

Fodder Crops. 

Oil Seeds. 

Vegetable &. chillies. 
Fruits. 

Total. 


Per cent damage done by 
insects. 


Value of 
loss in 
Rs. lakhs. 



~>/o 

0*5 to 10% 
2 % 
1 % 

0*01%to 10% 
2-5%to 10% 


470-39 - 

68-84 
140'41 
151-10 
5-00 
8*40 . 
T017_ 
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If to this is added the damage done to foo'd grains m storage 
the bss per annum comes to Rs. 11*56 crores.^ 

The Pakistan government has organised a Pl-inc Protection 
Service for the protection of plants from pests and diseases. 
More of this later. 


11. The Man Behind the Plough. Finally, we come to 
the agriculturist^ himself — the man behind the plough. What 
is his personal equipment — physical, mental and moral to 
contribute to productivity Seemingly contradictory , views 
have been expressed by authorities in this connection. Dr. 
Vocllccr in his able report on the agricultural practice in India 
admired “the careful husbandry combined with hard labour, 
perseverance and fertilUy of resource of the Indian agticul- 

‘ cd that 


suggest 
is the 
ilt. On 

the other hand, Calvert quotes an Irish writer;** The wealth 
* 1 . , . » -lu.command, 

' • .oLits people; 

e permanently 

'prosperous ; with them, no unfavourable circumstance can long 
prove an insuperable obstacle ■*’* The implication is that people 
of the Punjab (or Pakistan) arc poor because they lack these 
qualities (and not because of any physical obstructions). Mr. 
Kcatinge recognizes that the cultivator “ may be strong, indus> 
trious and intelligent,” but adds that ** If he is to do good work 
he muse be prompted by an adequate incentive and sustained 
by adequate food.” 


moral development which would be regarded as minimum in 


(1) Table quoted from Dr K A Kahmin op clt p 12 

(2) For distribution between the absentee landlord, peasant farmer, tenant 

Cultivator and dgricuUnral labourer and their signibcancc from the point of 
yiew of agricultural productivity, see Chapter V. '* 

13) Report p. 14 , , 

>■1 ii4)j^alyerc we^lth^and welfare Jn the Puujab p 4/. 



; a more advanced country.’ The causes of this ' backwardness 
are partly historical and . political, partly . social and partly 
climatic. Each set of causes is inextricably mingled with the 
others. The emphasis laid on a particular cause or causes is 
determined mostly by the political creed of the writer cori- 
cerned. For instance, the nationalist in British days tended to 
over-emphasize the political factor. The apologist of the British 
• administra.tion, on the other hand, put the whole blame either 
on the pre-British administrations or bn the social and climatic 
factors. Confusion arose from the fact that there was a sub- 
stantial element of truth in each of these views. The 
_scientifi.c.'..inquirer must try to b e as objecti-ve , as possible , and 
..giye^djie weightjto eaclLof,,.the..jactprs_plj^^ 

' is easy now that the country is free. 

Whatever the causes that have brought about the present 
State of affairs, no one, however, can deny the facts as they 
are. There is no denying of the fact that the Pakistani cultivator 
is inferior in physical health and energy to his eounterpari^Tor 
instance, in Great Britain and America, even in the Eutopean 
countries. He is subject to a host of endemic and epid emic, 
diseases. OiirTTi1al[es are rayageH'lDy maJoFTiiseases'H^^ malariSj 
' ‘pragireTcholera^ — dy's^ntTyr^ful5Ffculosls^tc.''""TKe6e"''^^^ 
^ly“"cause‘~high"Ta:tg''bT"" mortMrtyV with Tall^ its3^%ief u 
seqaence's, 'bur undermine the -phjsicjl;;;;'ej(5cieh^^^ fijipse" 
■Survive'the''attackr‘*Teb'pl^*clir‘onically subject to disease, more' 
over, be come lethargic,, listless and _a^ The solution 

of^iS'*pToBlem implies both preventive and curatiye measures. 
The Public Health and the Medical Departments of the Govern- 
ment are doing some work in this cprinectiori j but most of 
their benefits are showered upon the urban areas. In view pf 
their numbers and the contributions they make to the revenues 
of the-'State-, ‘ the • rural -masses recei.ve_ insignificant- help. .A 
large s'caie publicity campaign is-necessary- to awaken-the.pebple 
to the impo'rtance of public health measures. - 

In the second place, the chronic illiteracy of the rural masses 
can .hardly, be denied. "When the literacy in the country is 
only 8 per cent and literate persons are mostly concentrated in 
towns, the share of the literates falling to the villages can be 
easily imagined. _Add to thi s the fact that our educated classe g 
arelthe product of a u niversall y^condemlYSd'sy^em jot jcducaticm 
which^QesmQ£prodirc.e.n.rac.tlcaLmeT portHe^ rIE^^ As regards 
rgricultural education, after half a"century of effort» how lidahy 
practical farmers have been produced by our agricultural colleges ? 
Practically none. A radical change in our systern of education is 
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immediately called for, so that It should produce practical and 
enlightened men of the world. From the point of view oft 
agricultural progress we require peasants with a good minimum 
of general education and also technical education and training 
to make good farmers. But such farmers cannot be content 
with the tiny holdings that arc available for them m the 
villag • - g. L, I, -note attractive 

jand_ ■ " ■ le theje. This 

show* ■ • ■ social hfe 

requires a simultaneous reform if not a radical overhauling. 

With better physical health and education of the right 
kindt the whole outlook of the villager will change At present 
he is condemned as ignorant, superstitious, fatalistic, improvident 
f ^d extravagant^ n^ laTH ^har~4>c-lack3-!nttiattvgTtTtd~ cctids 
‘■rtTsetek to tlrc''oTa ways of hfe and work , that he has no desire f 
to improve his standard of living If he gets larger income due 
to some chance, he reacts by being extravagant in expenditure 
on social ceremonies or on litigation These accusations arc | 
true, though not always without qualification. But all defects / 
/, arc curable by persuasion, prop a ganda and ed ucation_Qn-the-L 
ijcj ght llnes^ 6ome work nas Ixcn done by the various 
‘Govermhenr Departments, Agricultural, Co operative, and 
Rural Reconstruction. But a wcll'planncd, comprehensive and 
nation-wide cifort is necessary to bring any substantial and 
permanent results. 


I 12. ConclusiOD. After studying the various possibilities 
of increasing production through the extensive and intensive 
methods we come to the conclusion that there is considerable 
scope for both these methods in Pakistan Large areas can be 
brought under the plough mainly through the extension of 
Irrigational facilities Yield per acre can be increased by using 
better seed, more adequate manure, better implements etc. 
Better education and training of the cultivator himself can also 
increase his efficiency as a worker. Two more factors, however, 
need to be considered. One is the unit of cultivation. Unless 
the farm is large enough to give proper scope to these various 
agents to operate to the best advantage, productive resources will 
not be used in the most effective manner. The second is the 
relationship of the cultivator to the land he cultivates This is 
also of great significance, because on it depends to a large degree 
the incentive that will bring out his best qualities as a worker, 
1 ^^^litles of industry economy and forethought. 
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in the next Chapter, we shall consider the present, ppsjtioi^ 
regarding the unit of cultivation. In the chapter following it, 
we shall discuss the relationship of the cultivator 'to the ’land’'h.e 
cultivates. After assessing the present position in these two 
respects we. shall investigate the possibilities - of changing the 
present state of affairs, with a view to bringing about conditions 
which should open up new avenues of agricultural development 
in Pakistan. Our aim is to bring together the agriculturist, his 
equipment and land under such conditions of co-operation' and 
co-ordination as would increase production and improve the 
general living standards in rural areas. • / 



Appendix to chapter iii 

Irrigation Development and Policy of the 
Government in Indo-Pakistan. 

.. The policy of the Government with regard to irrigation has 
passed through many stages. 

The first efforts of the British Engineers under the 
E. h C. were directed towards the improvement of the old 
existing indigenous works. Such were the Western Jumna 
Canal* the Eastern Jumna Canal, the Ganges Canal and Irriga* 
tion Works at the delta of the Cauvery and Kishna rivers. In 
the Punjab the Upper Bari Doab replaced the Old Hasli ^nal 
which had carried water to Lahore and Amritsar in olden days. 
In the Punjab and Sind some old Inundation works were 
improved, c.g., Begari Canal and Fulcli Canal. 

The second stage was of canal construction through 
private companies. The first company, the East India Irrigation 
•and Canal Company was formed in 1855 to construct canals 
in Orissa. Work was started in IS63 but by 1866 the whole 
of the capital of the company had been spent and in 1868 
the Government took over the work paying expenses to the 
company to date. Orissa canals were eventually completed, 
similarly was completed the Sone Canal in Bihar which was 
a part of the company’s original scheme. Another company was 
known as the Madras Irrigation Company, formed in 1863. This 
also proved -a failure, and the Government was compelled to buy 
out the company after it had only completed one section of a 
•vast scheme of Sir Arthur Cotton of uttllzlng the waters of the 
■rangbfiadra and'Pennar rivers. 

The third stage was the construction of productive irriga- 
tion works by the Government through funds raised by loans. 
This led to the construction of five irrigation works of great 
magnitude, v/?., the Sirhind Canal in the Punjab, the Lower 
Ganges and Agra Canals in the United Provinces, the Lower 
Swat Canal in the North-West Frontier Province. This was 
during the last 20 years of the 19th century. 

(d) The next stage was the construction of colonization 
eanals in the Punjab. In 1880, greater portion of the Punjab 
consisted of arid waste with a rainfall which varied from 5 to 15 
inches per annum, and this desert area was scarsely populated by 
51 
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nomad tribes of camel and sheep grariers. In order to open up 
some of these waste tracts, and at the same time to relieve 
the pressure on land in highly populated areas elsewherci 
Government took over these unclaimed lands as crown waste 
and embarked on a scheme of colonization. The country was 
suryeyed and 'was divided into squares of land subsequently 
standardized at. 25 acres each and on this land were settled 
members of the various agricultural tribes from the old districts. 
Eighty per cent of the land was given to small peasant proprie' 
tors in lots of from 1 to 2 squares each. Soon, new and 
improved villages and populous towns like Lyallpur grew up and 
the desert was turned within a few decades into smiling fields of 
wheat, cotton and sugarcane. 

The first colony canals were the Sohag taken out of the 
Sutlej below Ferozepore, and the Sidhnai in Multan district. 
The tonner was later absorbed into the Sutlej' Valley Canals. 
These were followed by the Lower Chanab Canal which created 
the Lyallpur Colony. It is one of the largest and most successful 
and remunerative canals in India and irrigates 2^ million acres 
annually. 

The next stage was the construction of Famine Protective 
Works. After the great famine of 1877'78, it was decided to 
set apart a sum of Rs. 150 lakhs known as the Famine Relief 
Insurance Fund. Part of this was to be utilized for famine relief 
. hen necessity arose and one-half was allotted for the construc- 
ion of railways and canals. Later, the whole amount was 
available for irrigation works. The idea was to construct works 
in order to protect the country from famines. Under this 
•scheme the Betwa Canal was constructed in the Central 
Provinces with two storage - reservoirs. Moreover, Rushikulya 
project was undertaken in Madras and several important storage 
.schemes were inaugurated in Bombay, Deccan, e.g., Nira and 
.Periyar Canal systems fed by lakes held by massive masonrr 
dams. Furthermore, in Sind, two important works were under- 
■ taken, the Jamrao and Western Kara Canals taken from the left 
bank of the Indus at Rohri. 

Indian Irrigation Commission, 1901-03. The appointment 
of this commission was the result of the success of productive 
and protective works undertaken during the second half of the 
T9rh century. The Commission reported in l903and laid down 
• a definite policy regarding “ the selection, financing and mainte- 
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nance of canal works.” As a result a large number of new 
works were undertaken between 1905 and the outbreak of the 
Preat War In 1914. The most important of these was the Triple 
Canal Project in the Punjab which linked up the jhelum> Upper 
Chenab and Ravi rivers and led to the construction of the 
Upper Ihclum* Upper Chenab and Lower Bari Doab Canals. 
During this period, work on Lower Jhclum Canal (started in 
1897) was also completed. Most of the other works constructed 
following the recommendations of the Irrigation Commission, 
were famine protective works, in the hilly tracts of the Central 
Provinces, Bombay, Deccan and Bondclkand. In 1914, the 
Upper Swat Canal wa^ opened in the N. W. F. Province. 
Another canal completed during this period was Triveni Canal 
in Bihar. 

Post'War (19l4'I8) Developments After the inauguration of 
the Reforms of 1919, irrigation became a (Reserved) Provincial 
Subject. The provincial governments now posscsed much larger 
initiative in the construction of canals. They had to obtain 
the sanction of the Government of India and of the Secretary of 
State only if the estimated cost was more than Rs. 50 lakhs. 
Loans could be taken not only for productive works but also 
for other works. Money could also be utilized from the Provin- 
cial Famine Insurance Grant when it was not required for 
famine relief. 

'Due to the post*war period of prosperity many new irrigation 
schemes were launched. Several Important works had already 
been completed. Three of them deserve special mention :(t) 
The Sutlej Valley v/orks in the Punjab, completed in 1932-33 
’ were estimated to irrigate an area of 5 million acres. Their total 
cost up to the year of completion was Rs. 33'31 crorcs. (//) 
. The Sukkur Barrage and canals in Sind opened in 1932 were 
estimated to irrigate 5^ million acres. The cost of these was 
Rs. 24 crorcs. (/ii) The Satda River irrigation scheme irrigates 
part of Rohilkhand and Oudh in the United Provinces of India, 
This was opened in 1928 and was estimated to irrigate a 
million acres. Another work completed was Cauvery Mattur 
' Project in Madras, wich was to irrigate 300,000 acres The Nira 
Right Bank Canal Scheme with which was connected the Lloyd 
Dam IS one of the biggest of its kind. The Damodar Canal m 
Bengal was opened just before partition. In Northern 
India there was the Havcli Canal to utilize spare water m the 
Chenab river below its junction with Jhelum, was to command 
jli million acres. The Thai Project was proposed but was post- 
poned for financial reasons which was resumed after partition. 



CHAPTER IV. 

UNIT OF CULTIVATION 

1. Introduction. The size of the. unit of cultivation is 
of utmost importance for efficient agriculture. Otherwise, -good 
soil, superior seed, efficient implements and cattle, adequate 
manure and irrigation facilities, do not yield their maximum 
returns. By unit of cultivation we mean the size of the compact 
plot on which agricultural operations are carried. Area held 
hy a person may be looked at from three points of view ; 
(0 The size of the area owned or the size of the proprietary 
holding. 00 The size of the area cultivated or the size of 

' the cultivator’s holding. (/u‘) The size of the unit of cultivation 
i.e., whether (//) is found in one block. It is the size of 
the unit of- cultivation which determines, other things being 
equal, with what efficiency the land area can be exploited. To 
yield best results the cultivator’s holding should be of an 'Eco- 
nomic size and should be in a consolidated form. 

2. Economic Holding. What is an economic holding ? It 
is not easy to give a satisfactory answer to this question. The 
size of a holding which would be called ‘ economic ’ will vary 
with a large number of circumstances. For instance, it will 
depend upon ; — 

(a) The methods of production used. With mechanical 
methods of agriculture such a size may be 200 acres or more. 
With primitive methods, as they prevail in Pakistan, even a hold- 
ing of 50 acres may be too large to be economic. On the other 
hand, a holding of only 5 or even 10 acres may be too small to 
•be economical even with antiquated methods of cultivation. 
(b) The kind of agricultural production is also important. For 
the production of wool and wheat, for instance, the size has to 
be larger than for the production of vegetables and fruit, (c) The 
productivity of the soil is another factor to be considered. 
When the soil is good a small area may be adequate to support a 
family in comfort. When the soil is inferior or lacks irrigational 
facilities a larger area may be necessary. A Japanese farmer can 
live comfortably on two or three acres, while in Pakistan a larger 
holding is necessary. In Pakistan itself the necessary size will 
.vary in different parts. Even in the same province or in the same 
district economic holding may mean a different thing in different 
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places. Five or six acres in the Gujranwala district may support 
a family while 10 or 12 acres may be necessary in Rawalpindi 
district, (d) If the holding is found in one consolidated block 
it may be economic while the same area if found fragmented in 
different places may be uneconomic to cultivate, (c) Whether 
the cultivator is himself the owner of the land he cultivates 
or he is a tenant is al^o of importance. An owner cultivator 
by hard labour may get higher returns from a small area than 
a tenant would do from a larger area or an area of the same size. 
(/) The way agricultural operations arc organised is also signi- 
ficant. For Instance, if farming is carried on co*operatively 
by a number of families, a large size of holding will produce 
best results, while if it is carried on individually a small size 
may be good enough. This is partly because under co-operative 
farming more scientific and mechanical methods can be applied. 

But if the sire of the family and the character of their 
equipment is already given, the size of the holding which should 
be called economic will be such as would give them a reasonably 
decent standard of living, using their equipment and labour to 
the best advantage. Such a holding will naturally vary in 
different parts of Pakistan and cannot be standardised m terms 
of acres. Character of the soil, rainfall facilities for irrigation 
etc, will have to be taken into account. In the Punjab 
from 10 to 12 acres may be regarded as an economic holding, 
though we cannot be rigid about this matter. 

3, The Size of Proprietary Holding in Pakistan. From 
the point of view of agriculture in Pakistan the size of an owner’s 
holding is important because of two reasons; (0 When the 
owner is himself the cultivator a small ownership holding means 
a small unit of cultivation, unless he increases the size of his 
cultivation by tenting land from other owners. In the later 
he hecotnei z. tewwvt a.tvd all the. ohiectlon^ against 

tenancy farming apply to him, (//) When the ownership hold- 
ing is very large we get, the phenomenon of landlordism 
which In Pakistan is almost synonymous with absentee landlord- 
ism. Thus too large and too small a size of proprietary holdings 
are both signs of uneconomic exploitation of our land resources, 
pne means resourceless peasant proprietors the other exploited 
tenants with absentee landlords. 

Consolidated statistics for the whole of Pakistan are not 
available, but some idea of the size of ownerships can be had 
from scattered material collected from time to .time. According 
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to the Punjab Land Revenue Committee (1938) 20% of the -pro^ 
prietors in the Province hold less than one acre of land. “ Con- 
sequently,” they added, many of the small proprietors who 
havh insufficient land for thie maintenance of their families 
are compelled to cultivate land of the larger proprietors and pay 
them half the crops.” 

The following table shows the land distribution in the 
Punjab at two different dates j— 

Land Distribution in the Punjab.^ 


Owners’ holding 

% of total^No. 
of ownete 

1924 1939 

% of total cultivated 
area 

1924 1939 

Below 5 acres 

... 58.7 

63.7 

. 12.0 

12.2 

5 to 15 acres 

... 26.2 

24.2 . 

26,6 - 

22.2 

15 to 50 acres 

... 11.8 

9.7 

35.6 

27.6 

Over 50 acres 

... 3.3 

2.4 

25.8 

38.0 


If we assume that the size of the economic holding is from^ 
5 to 15 acres, then those owning below five acres are either culti- 
vating uneconomic holdings or they, are partly tenants of other, 
holders or they are absentee landlords and must have other 
sources of livelihood than cultivating land. At the other end 
those having 50 acres or more can live without cultivating their 
full holding. Most of their land must be rented to tenants. 
As regards those holding from 15 to 50 acres it is unlikely that 
the whole of their land is being cultivated by them. We may 
assume that half of their land is given on rent. 


The above table may thus be modified as under. 



X of total^owners 

% of total area 

Part tenant farming or un- 

1924 

1939 

1924 

1939 r 

economicfarming 

Peasant Proprietor with 

... 58.7 

63.7 

12.0 

12.2 , 

economic Holdings 

Wholly tenant farming and 

... 32.1 

29.5 

44.4 

36.0 ^ 

absentee landlords 

... 9,2 

7. 

43.6 

51.8' 


The above table suggests the following conclusions - 

(a) In 1939^about 65% ff the total land in the Punjab was b ' 
ing Cultivated by tenants. The proportion in the present Punjab 
must be more because most of the large estates fell on this side 


(1) Based on “ Size and Distribution of Agricultural Holdings in tha 
British Punjab 1924” add ‘‘Agricultural Holdings iii thg British 
. . . Punjab-r-TheirEize and Distribution.” 1939. 
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of the border in district like Dcra Ghazl Khan, Muzaffargarh, 
Mulan, Jhang, Sargodha and Mianwall. Settlement of refugees 
or non'Muslim evacuees land does not change the situation 
because they have been settled as tenants and not as proprietors. 

(W Only about one-third of the holdings in 1939 were of 
economic size, cultivated by owners themselves. 

(c) Over a period of fifteen years from 1924 to 1939 while 
the percentage of area under economic holdings of peasant pro- 
prietors decreased from 44*4 to 36, the percentage of area culti- 
vated by tenants of large absentee landholders increased from 
43 6 per cent, to 51*8 per cent. At the same time the percentage 
of absentee landlords decreased from about 9% to 7% 

(d) While the percentage oi peasant proprietors cultivating 
economic holdings dccriascd from about 32 to 29 those cultivat- 
ing uneconomic holdings increased from about 58 7% to 63.7%. 

On the whole the tendency has been towards concentra- 
tion of land in the hands of absentee landlords and consequent 
growth of tenancy cultivation on the one hand and further 
splitting up of economic holdings into uneconomic holdings on 
the other. That land has been passing from the hands of amall 
owners into the hands of Urge owners is also borne out by the 
fact that between 1924 and 1939 the number of owners fell from 
35 lakhs to 34.8 Iakh8~d fall of 20,000, who must have become 
either mere tenants or landless labourers. During the period 
1939 — 1942 the land to the extent of 6.21 lakhs was bought and 
sold among the ‘agriculturists* as defined by the Land Aliena- 
tion Act, which means that the process of expropriation of small 
holders by larger landlords has continued all along. This 
tendency is further substantiated by the fact that according to the 
census reports the number of tenants in the Punjab increased 
from 6,26,000 in 1911 to 10,08,000 in 1921. Thus we arc faced 
with growing uneconomic holdings on the one hand and absentee 
landlordism with tenancy farming on the other. Conditions in 
other provinces of Pakistan arc, if anything much worse, because 
the Punjab has always been regarded as the home of peasant 
proprietors and agriculturally among the most prosperous provinces 
of the sub-continent of India. 

In Sind about 80% of the area is cultivated by tenants called 
Haris' who have no rights in land. The owners arc absentee land- 
lords. The distribution of land has been stated thus by one 
writer® basing his figures on the Sind Administration Report for 
1936-37. 

. (1) Appendix II, Bengal Famine Committee Report, Pate II p. 492. 

[2] Nabl Box UqalU [of State Bank of PakltcanJ Agricultural Finance In 
Sind. " Paklitan Economic Journal " Oct., 1949. 
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Average holdingl 





3 acres. 

30-2% 

of zamindaris owing 

1 *62% of total land 

lO acres. 

30-2% 

Do. 

5*42% 

Do. 

20 acres. 

14 29% 

Do. 

5*18% 

Do. 

50 acres. 

17*96% 

Do. 

]6-19% 

Do. 

3C0 acres. 

4*49% 

Do. 

23 33% 

Do. 

1000 acres. 

2*86% 

Do. 

48*26% 

Do. 

100 

= 2,44,891 


100=52,94,000 acres. 

Total population 

= 45.35,000 





Thus about half of the cultivated area is owned by only 
three per cent, of the owners, who own 1000 acres and more 
each. About 72% of the area is owned by 7 per cent, of the 
owners who own 300 acres or more each. These must surely 
be absentee landlords. 

At the other end over 60 per cent, of the owners own only 
7% of the total area ‘Most of these are uneconomic holdings and 
must be cultivated by farmers who are at least partly tenants. 
If half of the owners of 50 acres average are peasant proprietors 
then about 20 per cent, of the area is being cultivated by peasant 
proprietors who are about 83% of the total owners. This is in 
accord with the figure given to the Bengal Famine Commission 
that 80% of the total area is cultivated by tenants. 

The conclusion is the same as in the Punjab. The 
land is being uneconomically exploited either because of 
uneconomic peasant holdings or because of tenancy framing 
with absentee landlordism. 

It should be particularly noted that large landed estates 
cultivated by tenants in Pakistan do not imply large-scale 
farming Even where ownerships are large they are distributed 
among tenant families in small parcels which are /lardly of 
economic size. Thus we get the disadvantages both of 
uneconomic scale of production and of tenancy farming. 

The same conclusions apply to other parts of Pakistan. 
N.W.F.P* is a landlord ridden province. Out of the total 
cultivated area of 25,25,713 acres about 47% (11,88,560 acres is) 
cultivated by tenants-at-will /.e. is held by large owners 
about 11% (2,78,650) is held by occupancy tenants and the 
remaining 42% (10,48,523 acres) are held by peasant proprietors. 


(1) These averages are assumed ;on the basis of classification of owner' 
ships in relation to area held. 
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East Bengal is proverbially a land of “ Zamindaris ” with consi- 
derable tenancy farming and uneconomic holdings with the 
additional compllcationof a system of permanent land revenue 
settlement The province is committed to the abolition of the 
Zamindaris and the law for this reform has already been 
passed by the Provincial AssembU* But how long will it 
take to implement the law and at what price is another ques- 
tion. For the time being the system Is there and is a serious 
hindcrance, to the prosperity of our agriculture. 

4 The SIsc of Cultivation. We have already observed 
that even where ownership units arc large they arc cultivated 
in small parcels by tenants Our cultivators arc resourccless 
whether they arc small owners or mere tenants There arc no 
large capitalists is m England who take large parcels of land on 
rent and cultivate them on commercial basis with modern 
mechanical equipment and sclcntilic methods Agriculture 
in Pakistan as in India and China, is not u business, it is a 
means of livelihood for people who have no alternative means 
of employment. The pressure of population has thus resulted 
m the land being patccllcd out in small cultivators' holdings 
which In the maiority of cases arc less than the economic sise. 

In the Punjab twenty-five years ago, Calvert found that 
(/) 22 per cent, of cultivators cultivated one acre or less each ; 
(//) a further 33 per cent, cultivated 1 to 5 acres each , (lit) a 
further 31 9, per cent, cultivated 5 to 15 acres each and only 1 
per cent cultivated over 50 acres each 

Mr. Calvert concluded his enquiry in the following 
words ; “ There appears to be 500,000 ownerless cultivators, 
a real tenant class, the number with one acre or less is 
disconcertingly great. Numerous small owners in the 1 to 
5 acres group have managed to get enough land on rent to take 
them DVt £>f this gtovp into one higher upr fonce the 15 ecies 
holding IS passed the number dwindles sharply. The size 
of a holding considered cultivable by one yoke of oxen is about 
15 acres That very many have failed to increase their hold- 
ing to this size, so that there is a real demand for land 
on rent, a fact which accounts for the high rents and the 
ability of the landlord to exact a fifty per cent share instead 
of a reasonable cash rentV’ 

The Royal Commission on Agriculture found that in the 
Punjab 76 3% of the cultivators cultivated less than 10 acres 
each and 55 2X cultivated less than five acres each. In other 


(1) Calvett Wealth and Welfare in the Punjab, p, 176 
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words only one quarter of the cultivators cultivated economic 
holdings. The sire of the cultivator’s holding today must be 
much smaller not only due to increase of population during 
the last two decades but also because of the great indux of 
peasant refugees from India. 

In Bengal the sire of the cultivator’s holding is still smaller. 
About half^ the holdings according to the Royal Commission on 
Agriculture are barely sufficient for the maintenance of the 
farmers cultivating them. Special inquiries show that in this 
province before division 42 per cent, of the farmer’s families 
have holdings below 2 acres* each while another 21% have 
areas between 2 to 4 acres each. No wonder the Bengal Land 
Revenue Commission remarked about the agricultural problem 
of this province thus ; “ It is the most difficult problem we have 
to face because it is virtually impossible under present conditions 
to suggest any remedy.”^ The number of acres per cultivator 
in Bengal according to the Census Report of 1921 was 3’9, as 
against 8*8 in the Punjab. 

We have no statistics relating to the size of cultivation in 
other provinces of Pakistan. The conditions cannot be 
difi^erent. The land in N.W.F.P. is owned by large sardars’ and 
h’agirdars’ and cultivated by tenants more or less like those in 
Sind and the Punjab. Baluchistan is essentially a feudal territory. 
The average ownership in Sind is large, but since the owners 
are only 5 4% of the total population and seventyffive per cent, 
of the people depend on agriculture in villages, the land must 
be parcelled out in small holdings for cultivation by tenants. 

5. Effect of Immigration of Refugees on the Size of 
Cultivation. A recent study has been made to show how' the 
post'pardtion influx of refugees has affiected our agricultural 
workers and their wages. Three villages of the Lyallpur district 
were chosen for the inquiry. 

r.e. (0 Not affiected bv Partition. 

O'f) Partly affiected by Partition. 

(ui) Wholly aflected by Partition. 


Ci) Royal Commission Report, p, 133. 

(2) Bengal Land Revenue Comini?sion Report VoL I, pp. 85, S6V 

(3) IHd. 
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The following tabled Is relevant to the subject of our dfscusaion. 
It shows how the coming of refugees has affected the sire of 
the holding and pressure on land. 



It will be seen that the unaffected village has the largest 
size of holding, smallest density per acre, lowest unemployment 
ratio, highest income per head but lowest income per acre, 
The last is probably due to the smaller intensity with which the 
land was cultivated due to less pressure on it. The wholly 
affected villages have exactly the opposite characteristics to show 
and the partly affected lie in between. These conclusions can 
be safely Bcncralised to apply to other parts of ^Pakistan where 
refugees have concentrated themselves. 

6. Fragmentation of Holdingj. The problem of holdings, 
however, does not finhh at thcli small size. If the whole of 
the area cultivated by a peasant proprietor or a tenant farmer 
was found in a consolidated form at one place, he might be 
able to make a good use of the land and other resources. But 
this is not the case. The holdings are not only small but in 
many areas of Pakistan they ate also fragmented. The total 
holding is made up of tiny plots scattered all over the village 

(1) Problem of Rural Labour and Wages In the West Punjab by Dr. All 
Asghar Khan, Assistant Professor, Agricultural Economics, Agriculcural College 
Lyallpur. 

See Pakistan Economics Journal July 1949, Tables p 48*94. 
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area intermixed with other plots' belonging to different 
cultivators. In the Punjab colony districts and in parts 
of Sind, the evil of fragmentation is not a problem. In certain 
areas, howevet, it is quite serious especially in the 
Punjab. For instance, in the Attock district “ in many villages 
with an area less than a square mile the Zamindar has to go on 
an average of two miles to his field as against three furlongs or 
less, which would be the distance if the village had been laid 
out more scientifically.”^ Similar conditions prevail in other 
parts of Pakistan except where fields have been planned out 
before colonization or opening up of the areas for canal 
irrigation. 

Fragmentation is mainly caused by the growth of 
population and law of inheritance which requires division of 
property equally among all the sons of the deceased, each 
claiming a bit of land, decay of handicrafts pushing people on to 
land ; attachment of the people to landed property so that 
they stick to their share even when they migrate to towns j 
agricultural indebtedness leading to sale of pieces, etc. 

Small holdings are uneconomic to cultivate but fragmented 
holdings are more so. The already poor equipment of the 
cultivator is wastefully utilized ; scientific cultivation becomes 
impossible, like digging of wells, employment of labour.-saving 
devices, introduction of more valuable crops ; cost of 
protecting the crops, if protection is 'at all possible, is higher ; 
much area is wasted in hedges and paths and much time is 
consumed in moving from plot to plot. 

6. Remedies ; Prevention of Sub-Division, For small 
holdings the remedies usually proposed are creation of 
economic holdings and making them indivisible through 
registration. There are many practical difficulties in the 
application of these remedies. It will be difficult to change the 
laws of inheritance which have religious sanction behind 
them. Moreover the size of the economic. holdings varies from 
plaee to place and it will be difficult to standardise their size. 
Egypt has passed what are known as the Five Fedden Laws to 
check subdivision beyond the size of an economic bolding. 
“ Although the land is nominally divided amongst the heirs, 
it is actually left in the hands of one to cultivate on behalf of 
the whole number or may be handed to trustees to manage for 


(1) Quoted by Nanavati and Anjaria : Indian Rural Problem, p. 30. 
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all.*’* Mr Kcatmps suggested giving to the right holders In an 
economic holding power to register It as such In the name of 
one right holder, after which the holding became impartible 
and not liable to further subdivision* In fact a Bill was drafted 
in Madras which was to be a permissive measure, to put this 
scheme into effect A similar Bill was Introduced in the 
Bombay Legislature but could not be passed The main 
criticism of such measures has been that they go against the 
religious sentiments and la^s of the people and further that 
they would create a landless class, reduce agriculturists’ credit 
and would create complications in revenue records. Moreover, 
the difficulty of dehning an economic holding was also pointed 
out. It would be intrcsting to know with what success the 
system has worked in Egypt In the Punjab Canal Colonics the 
policy has not entirely prevented subdivision of cultivation as the 
Royal Agricultural Commission found. It has, however, prevent" 
cd subdivision of proprietory holdings 

The evil of fragmentation, however, can be met much more 
easily even chough there arc difficulties of people's intertia born 
of prejudice 

7 Consolidation of Holdings “ The only measure that 
appears to promise relief,” wrote the Royal Commission on Agri- 
culture twenty two years ago, ** from the evils that arise from 
fragmentation of right holders holdings’ is the process which is 
generally known as the consolidation of holdings, though it is in 
reality the substitution — by exchange of land — of a compact block 
for a number of scattered fragments By this process, all the 
land of one holder may be formed into one plot only, or in a few 
plots of different kinds of soil.”* 

The Work of consolidation was started first in the Punjab 
as far back as 1920 21, By July, 1937 , 791,358 acres had been 
consolidated out of the total cultivated area of 30,000,000 acres. 
By October 1941, the total area consolidated amounte to 
1,300,000 acres. About 5,000 000 acres were consolidated in four 
years At this rate it would take 24 years to consolidated the 
whole area of the old province. Originally the work was done 
on Voluntary basis therefore the progress was still slovvcric 800,000 
m 16 years A Consolidation of Holdings Act was passed 
in 1936 which accelerated the process The Act enables 


(1) Report of Royal Commlssioa on Agriculture (1928) p 138 



64 ' 


ECONOMICS OF PAKISTAN 


two or more landowners to apply for • consolidation to an 
officer appointed by the Government. Consolidation, however, 
is only undertaken if two-thirds of the landowners owning not 
less than three-fourths of the cultivated area agree to do so. 
The Act has been extended to Sialkot, Gujrat, Jhelum, 
Muzaffargarh and Mianwali districts of the Punjab. The 
Government actually participates in the work and bears the 
cost of staff required for the purpose. Even now a reluctant 
minority can block progress. The law should be tightened still 
more. , , 

In fact, in Pakistan fragmentation is much less of a seriou^ 
problem than in the rest of India due to the existence of large 
estates and canal colonies. But wherever the problem exists 
it should be tackled with expedition. Consolidation alone 
however, will not solve our problem. Our main problem is 
tenant cultivation and absentee landordism. To meet this 
problem we require radical reforms of our land system and 
reorganization of our agriculture. This subject is discussed in 
the chapter after the -next. 



CHAPTER V 

SYSTEMS OF LAND TENURE 


1. Importance o£ Land Tenure. In the last two chapters 

we studied the various factors involved in the increase of 
agricultural production both under intensive and extensive 
systems of farming including the sire of the unit of ownership 
and of cultivation. Developing the idea of ownership in its 
legal aspect we come to the study of Land Tenure , 

The importance of Land Tenure is twofold From the, 
point of view of the Stare it locates the party From 
which it is to charge the land revenue due to Itself. From 
the point of view of the productivity of land and agricultural 
progress the character of land tenure Is of stil! greater 
importance. An owncrcultivator for instance, will exploit his 
land with much greater zeal and will be much more anxious to 
introduce permanent improvements, than a tenant who has to 
share the fruit of his labour with a landlord. For the 
agricultural advancement of a country, for social peace and 
contentment, therefore, a just and stable land tenure system 
is a very necessary condition The best system would be one 
which on the one hand provides the greatest incentive to 
effort and investment and on the other ensures the welfare of 
the actual tillers of the soil. , 

2. The Cultivator’s Relation to Land Let us try to 

classify the various systems of landholding In respect of the 
legal position of the cultivator to the land he cultivates 
Thus . — , 

(<j) A cultivator may be the tenant of the state The 
ownership of land may vest in the state and the cultivator 
may have direct relation with the state paying to the latter 
a specified rent. The state can in this case legitimately claim 
as Its share an amount up to the maximum indicated by the 
true economic rent of the land I e, the true surplus over cost oF 
production including wages and normal profits of the cultivator. 
Such a system is called State Landlordism 

Whether the land belongs to the state or not was a 
sub;ect of controversy in the Indian sub-continent for a long 
65 
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time. This controversy also involved the question whether the 
Land Revenue charge is rent or a tax. The dominant view 
has been that the proprietary rights, with a few exceptions, 
have never belonged to the state. In the words of Baden 
Powell, the greatest authority, on the subject; “The British 
Government has everywhere conferred or recognized a private 
right ip land, and in large areas of the country— Bengal, Oudh 
and the whole of Northern India, for example — it has expressly 
declared the proprietary rights of the landlord and the village' 
owners. It is then impossible to say broadly that the state 
takes a rent from the landholders regarded as tenants.” 
“ The Government is certainly not the owners, ” he adds. 
“ The utmost it does is to regard the land as hypotheticated 
to itself as security in the last resort for the land revenue 
assessed on it. “j 

» In certain lands, however, the state has proprietary rights 
in Pakistan and India. For instance, the Government has full 
proprietary rights on waste lands and over the ‘ khasmahal.’ 
estates in West Bengal and Madras in India and East Bengal in : 
Pakistan. These are under the direct management of Govern*: 
ment. Similarly in the canal colonies of the Punjab., 
province of . Pakistan some lands called the ‘ Nazul lands ’. are 
owned by the state, the cultivators paying rent to the Govern', 
ment. Thus State ownership is the exception while private: 
ownership is the rule. 

(b) The cultivator may be a tenant not of the State but 
of a private landlord. There is a large variety of tenures 
under this system depending on the nature of the landlord’s 
and of the. tenant’s rights in the land. Thus 

(i) The landlord may have full proprietary rights in the 
land with powers to eject the tenant and enhance the rent. 

(n) The landlord may be a mere rent receiver whose rent 
is fixed by custom or law and cannot be enhanced except 
acording to definite conditions already laid down. 

.(///) As regards the tenant he my be an occupancy tenant, 
who cannot be ejected from his holding as long as he pays, 
a specified rent which cannot be enhanced except under certain 
conditions. 

(iv) The tenant may be a tenant'at'will. In its worst form 
jfhis system implies that the landlord can eject the tenant 

(I) Baden Powell. Land Systems of British India VoL I, p. 235. 
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whenever he likes and can charge from him as much rent as he 
may be able to squecs out. Such a system leads to the emergence 
of a floating tenant populationi rack renting, especially where 
the demand for land is acute as In India and Pakistan, due to the 
lack of alternative means of livelihood for the rural population. 

The general trend of tenancy legislation on the Indian 
sub-continent has ^cn to ensure “ fixity of tenure, fair rents 
and freedom of transfer ’* to the tenant. Such legal protection 
however has not been very effective as we shall see. 

(v) The cultivator may be a sub-tenant, or the tenant of a 
tenant. This happens when the tenant sub-lets his land. In 
the worst cases he merely appropriates the difference between 
the rent he pays to the landlord and what he charges from ’hi? 
sub-tenant. This sub-tenant miy again sub-let a part or the 
whole of the land and the process may continue indefinitely. 
The Bengal Banking Enquiry Committee found as many as thirty 
intermediaries between the proprietor and the cultivator in one 
estate in Bakarganj (East Bengal). This process which is known as 
subinfeudation is found in the twoBengals and some other perma- 
nently seeded areas of the Indian sub-continent. This state of 
fiffalrs has arisen because In these places there is left a 'large 
margin of economic rent afkcr the small dues of the state hayc 
been met. This is then divided among a large variety of parasites. 
From the point of view of agricultural progress no system could 
be wrosc. Recent tenancy legislation has aimed at discourag- 
ing such tenures though with meagre success,^ 

(c) The cultivator may himself possess the rights of owner- 
ship in the land he rills. These rights may be of varying degrees. 
The ownership may be absolute — of course conditional on .the 
payment of land revenue to the state— or it may be relative, 
exercised under limitations imposed by law or custom in the 
interest of some other party. The right of ownership, however, 
may be regarded as complete for all practical purposes if the 
owner can sclh mortage; pass on to hisdecendantctc , the landed 
property concerned. Thus the occupant or ,the ^ryot under 
the Ryotwarl jtenure* of Madras and Bombay in the jindian 
Union is practically the owner of his land. The peasant pro- 
prietors in the East and West Punjab arc also owner-cultivators. 
The main difference between tie ^passant proprietor of the 
Punjab and ryot of Bombay appears to be in respect of the 
ownership of waste )and and the method of, assessment and pay- 
ment of land revenue, j ' i i ^ . 

(1) For further dlscusalon of sub-infeuda^ion see chapter XII Land Revenue 
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3; iLand Tenure!in Relation to Land Revenue.^ From 
'the point of view of land, revenue assessment and payment land 
tenuffes have been classified as follows : — ; 

'“ V, (/• Zarnindari System with permanent settlement. ' Under 
this system the land revenue is fixed in perpetuity and is payable 
by' what are called Zamindars.-- This prevails in East Bengal in 
Pakistan. 

n.,.. (ii) Zarnindari System rwith temporary settlement. Here 
the land revenue charge is settled for a period of time- usually 
from 30 to -10, years and is payable by large estate owners as in 
^the Punjab, Sind and N. W. F. P. in Pakistan. 

(if/) Mahalwari System. Under this system the land revenue 
charge is .payable collectively by land owners of a village or a 
Ivlahal ’-though they are also individually liable for the pay- 
ment. The owners are usually peasant proprietors as are found 
in- the . Punjab, and N. W; F. P. in Pakistan. The, Revenue 
assessment is periodically revised. 

(iv) Ryotwari system. Under this system the land revenue 
again is periodically revised and is payable by individual “ occu' 
pants y or ryots holding the land. They are proprietors for all 
practical purposes. This system is found mostly in Bombay and 
Madras provinces'of the Indian RepiAlic and in Sind in Pakistan. 

:h... 4. Summary of the Position. The position regarding the 
y,aridus kinds of land tenures prevailing on the Indo-Pak sub- 
continehf may thus be summarised : — ' . . 

.... . . (a) State • Londlordisra. The proprietary rights of the 
state, only eidst in what are called “ crown lands ”. The. pro- 
prietary rights of these lands have not been conferred on private 
indi.viduals. These are usually waste lands gradually brought 
liinder’ cultivation by the extension of canals. Rights in tenure 
can be purchased by or conferred on private individuals under 
!ceftain conHidons. This system is not of any great . significance 
nandds not intended to be a permanent feature of landholding. 

r Private Landlordism. Here the proprietary rights 

‘‘ha've^^been conferred on private individuals. This' again is of 
•two kinds : (i) ' Permanent Settlement Estate system- where the 
"la-nd: revenue is' fixed in perpetuity as in East Bengal in Pakistan 
'and. West' -Bengal, ;Bihar, Orisa and parts of Madras'in the 
Indian Republic. (//) Temporary Setllement Estate system where 
'thei land " R'Cvenue charge is revised after a - period of from 30 
to 40 years. This system embraces the large Estates outside the 

• : (I)- Fordetails see chapter XII Land Revenue;'- -■ 
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perrtiandnf settlement area, ue U.P. ahd C P in the Indian 
Republic and parts of the Punjab* N W.F.P. and Sind m Pakistan 

Small ownership units in the (Pok) Punjab and also in 
NWFP may also be broupht under this category as far as 
the ownership is concerned Their land revenue charge is also 
fixed periodically Th* land r‘’venuc, however* is fixed on the 
basis of the * Mahal * or the village This system therefore is 
sometimes called “ Mahalwarl ” The owners of land indivi- 
dually and collectively arc responsible for the payment of the 
land revenue From the ccnomic point of view, however, the 
small ownerships stand on a different footing since they are 
normally cultivated by the owners themselves vvhilc large Estates 
Involve tenancy cultivation Plus fa^t is of great economic 
significance. 

(c) Ryotwart system. This sistem stands in between private 
landlordism and state landlordism having certain common 
features of both Some writers regard it aUn to state land- 
lordism because (0 the ryot or the occupant is free to give 
up a piece of land if he thinks it is not worth cultivating In 
that ease he is not liable to the land revenue charge and the 
land reverts to the state , (if) thv. ownership of ” Commons” or 
* Snamilat * vests not in the village community as under the 
Mahalwari System of the Punjab, but in thq state. On the 
other h&nd for dll practical purposes the ryot or the occu- 
pant IS the proprietor of the land as long ns he continues pay- 
ing the land revenue to the state His rights are heritable and 
transferable Under this system sometimes conditions similar 
to absentee landlordism also arise and ryots can be ov^ners of 
large landed estates as in Sind 

5 The Economic Aspect of Lond^ Tenure So far the 
legal position ' Frdm the ccnomic point of view the system of 
land tenure in Pakistan (and also in the Indian Republic) has led 
to two kinds of relationships between the land and the tiller of 
the soil . — ; 

i 

(1) Absentee Landlordism. Here the octual cultivation is 
earned on by tenants (usually tenants at-wlll) and the owner is 
a mere rent receiver Mostly this rent is^paid aS a half share 
of the gross produce An absentee landlord may be an owner 
of a tmy plot when for one rcasqn onnother he is not in a 
position to cultivate it himself, as in the ease of orphans, widows, 
very old persons, or public servants or others who have ^oved 
to towns Buc the typical landlord is a large estate-^holder vvho’xs 
either engaged in some p'olitical activities or just 'lives on the 
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rent without contributing anything to the national dividend, 
not to speak of the pro’gress of agriculture. 

(2) The Peasant Proprietorship. In this system the actual 
owner or occupier, as the case may be, is the cultivator of the 
•land. Occupancy tenants for all practical purposes may be 
regarded as peasant proprietors. As long as they pay the fixed 
‘Malikana’ to the landlord ' and observe the conditions under 
.which they hold occupancy rights the owner has little occa- 
sion to interfere with them. Their social status in the vil- 
lage hierarchy, however, is definitely lower than the owning 
.classes and thus extension of the system as an alternative to 
the conferment of full proprietary rights (as we shall suggest 
later) cannot be recommended. 

The, peasant proprietor as we have already noted has a 
stronger moral back bone on account of his independence. ThC 
system of peasant proprietorship, where the holding is large 
enough to yield a decent standard of living, produces an inde' 
pendent and self-respecting class of peasants who can be the 
pride of healthy manhood. They make excellent soldiers. 
Where; however, the holdings are small and fragmented 
and financial resources meagre, as is the case with the 
majority of this class, the system perpetuates primitive agricul- 
ture. Mere creation of peasant proprietorships, as we shall see, 
will not solve our problem. 

6. Land Tenure in Pakistan Provinces. In the light of 
the aboVe general discussion of land tenures we are now in a 
position to study in some detail the various types of land 
tenures in the provinces of Pakistan. The following -table^ 
classifies the total area of Pakistan according to provinces and 
the system of land tenure under which such area falls : 

- , (1) We are indebted to Karachi Commerce for this table. ’ 
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The above classification is Based on’ the type of land 
revenue settlement prevailing in each case. It also tells how 
much of the land is being cultivated by peasant proprietors and 
howjmuch by tenants, a fact which is of greater significance from 
the eeonomic point of view. We propose to consider this matter 
prov^ince'wisc. 

7? Land Tenure in East Pakistan. In East Bengal 76 .per 
cent* of the total area is under Zamindari Permanent Settlement, 
22 per t:ent. under Zamindari'Tempordry Settlement and 2'per 
cent: under Ryotvyari tenure. Abour 80 to 90 per cent, of the 
area, under Zamindari Settlement is held by the ryot whose 
rights have been regulated by a series of tenancy laws. The 
net effect of this legislation has been that the rights of the ryot 
vis a vis the Zamindar are of a similar nature as they would 
be if they had held these lands directly under the Government 
as upder the ryotwari system^ The incidence of the rent pay' 
able by the ryot to the Zamindar is about the same as the in' 
Cidence of the land revenue payable by the ryot to the Govern- 
men^t under the Ryotwari system of the same province. 

As regards the system of cultivation, the land is cultivated 
by the ryot himself or it'is sub'let to crop sharers (called bargat' 
dars) ; the latter are either landless labourers or occupancy 
tena'nts of very small holdings. The ryot in such cases escapes 
all costs of production and risk and is yet entitled to half the. 
gross produce. The bargardars are mere tenants'at'will and 
•enjoy no fixity of tenure. They have little - incentive ' in 
cultivation and undertake it simply owing to the lack of 
alternative employments. In the words of the Bengal Land 
Revenue Commission (1938) ; “ The barga system overrides the 
.prir^ciple that the tiller of the soil should have security and 
'protection from rack'renting. No one denies that half the 
produce is an excessive rent. Further, the Balance of opinion 
in ^11 countries is that this system of cultivation is not econo' 
mic and therefore not in the interests of the corhmunity as a 
whole.” The Commission recommended that legislative pro' 
tection should be given to bargardars on the same lines as 
applied to another category of tenants in Bengal called the 
“ under-ryots”. They also recommended that the rent should 
be fixed at one'third instead of one-half of the gross produce. 

About 2% of the land is under cultivation possession of the 
proprietors of estates.' Such land is cultivated by hired 
labourers who work under the supervision of the servants of 
the landlords. Such workers also haye little incentive for ii)- 
creasing production. i 
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About 70% of the total area Is cultivated by the ryot 
whose position is similar to the peasant proprietor. But his 
holding is small and his resources meagre. The Bengal I and 
Revenue Commission suggested that in order to improve the 
economic condition of such cultivators the Zamindari system 
should be replaced by the ryotwari system This will make 
the Government the sole landlord which would then be in a 
position to initiate schemes for consolidation of holdings, 
restoration of economic holdings, provision of grazing land 
etc. 

We shall come to the problem of landlordism and its aboli- 
tion presently. Here we arc reviewing broadly the mam 
features of land tenure in Pakistan. 

8. Land Tenure in West Pakistan. Proprietorship in hnd 
(apart from the complications introduced by the land revenue 
assessment) is of two types in West Pakistan, tir. (n) Peasant 
proprietorship j (W Landlordism. 

Under the system of peasant proprietorship the land is cul* 
tivated by the owner himself with the help of his family or a 
few occasionally hired labourers. Its importance varies from 
province to province. In the pre-partition Punjab it was estp 
mated chat about 42% of thi total area of the province was 
cultivated by peasant proprietors. This percentage must be 
considerably smaller in the West Punjab because the peasant 
proprietors were predominantly found in districts which now 
form East Punjab province of the Indian Republic. 

The vast malority of the holdings of peasant proprietors are 
extremely small. Small owners arc therefore usually peasant 
proprietors though they may also take some land ori rent to 
supplement their holdings for purposes of cultivation. The 
following table indicates cultivated area dlstirbuted in the 
West Punjab according to the Muslim League Agrarian Reform 
Committee : 


Ownership. 


No of Owner*. 

Acreage. 

Group 


Lakhs 

Lakh acres 

Up Co 5 acres 

S to 10 acres 

10 to 15 acres 

15 to 25 acres 
over 25 acres 


9 06 

2 27 

052 

0*64 

101 

18 0 
16*0 
80 
13 5 
905 


Total 

J3 50 

146t) 
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If persons holding up to 25 acres be regarded as peasant pro- 
prietors they form 92 per cent, of the totai owners and they 
hold only 38% of the total area of the province. According to 
this estimate about 62% of the area is cultivated by tenants. 
But since some of the small holdings also are not cultivated by 
owners themselves, the area under tenancy is probably larger 
than this percentage. It is, however, clear that a vast majority 
of owner cultivators arc small holdersi About 70% of them 
own less than 5 acres each, which is hardly an economic holding. 
Middle peasants who may be defined as those holding between 
10 and 50 acres each, are 1*81 lakhs in number and they own 36 
lakh acres of land. Thus, such peasants are 'about 13 percent, 
of the total owners and they own about 25 per cent, of the total 
cultivated area. 

Detailed figures are not available about other provinces of 
Western Pakistan. In N. W. F. P. out of the total cultivated 
area of 25,25,713 acres, 10,48,523 acres (42%) is directly 
cultivated by peasant proprierors; 2,78,630 acres (11%) by 
occupancy tenants and the balance is owned by large owners 
and is cultivated by tenants-at-will The total cultivated area 
in Sind is about 56 lakh acres which is owned by 2,44,89 
owners (5*4% of the total population). “ As far as we can 
ascertain,” wrote the Bengal Famines Enquiry Commission (1945), 
“large holdings are more common in Sind than in other 
provinces and only about one-fifth of the land is held by small 
holders We may therefore asume that 20 per cent- of the 
total area f.e., 11*5 lakh acres is cultivated by peasant proprietors. 
The rest of the area is held by large estate holders usually called 
‘Zaminda-s’ and is cultivated by “ har/s ” who are tenants-at- 
will. Between the Zamindar and the hari may exist inter- 
mediate holdes called Mukaddams. There are also a few 
Jagitdars who hold land revenue grants from the government. 
There are also lease holders. The Hari is the typical 
cultivator. 

The League Agrarian Reform Committee^ has given the 
area cultivated by peasant-proprietors in the settled Tehsils of 
Baluchistan as under-; — 

Quetta : 48 per cent ; Pishin ; 61 per cent ; Shahrig ; 74 per 
cent ; Sinjawi : 84 per cent. In the Bahawalpur State about 50% 
cff the agrarian population consists of “ abadkar ”, a -large 


(1) Famine Enquiry Commission Report, 

(2) Reporfi p. iL 
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prop^rtfon of whom arc peasant proprfetors. We have 
no figures to Indicate the total area cultivated by them. 

On the whole one may conclude that considerably less than 
half the cultivated area In Pakistan is owned by peasant 
proprietors and consequently as the League Committee has 
put it, “ considerably more than half of the cultivated area is 
owned by landlords, who,” they add. ** do not directly till the 
soil* who live on rent and who cannot therefore be called the 
producers of national wealth.*** 

9. landlordism: Its Historyand Present Position. This 
brings us to the consideration of the second form of proprietor- 
ship in Pakistan — ie., Landlordism. As we shall see, this Is pur 
main agrarian problem. Let us start with fts history on the 
sub-continent of India. Proprietary rights of Zamindars In this 
part of the world arc of comparatively recent origin. During the 
Hindu period village communities consisted of pcaSint proprie- 
tors, their rights being limited only by the revenues demanded 
by the state. Proprietary rights were vested in the head of the 
family who could transfer them to his heirs. Land grants 
made by kings were rare and even then were oh a temporary 
basis. 

During the Muslim period, Fcrorc Tughlaq brought order 
out of the preceding chaos by his land reforms which were 
primarily based on the system of peasant proprietorship Shcr 
Shah Surl Introduced a detailed system of land revenue 
assessment, which was later extended and approved by Akbar. 
Akbar’s system was primarily of state landlordism involving 
direct settlement with individual Cultivators. 

After the break-up of the Moghal Empire, Government 
authority and its efficiency deteriorated rapidly. Thedutyof 
collecting revenue was assigned to a class of people who 
were granted certain privileges and profits of collection. These 
rights later became heritable and profitable. 

In 1765 Shah Alam gcanted the Dewanf (right of collefitifig 
revenue) of Bengal, Bihar nhd Orissa to the East India 
Company. The Company first tried to collect revenue through 
its own officials but as this method proved unsuccessful, they 
began to auction the rights of collection from 1772 Onwards, 
These revenue collectors, however, did not become proprietors 
until after the Permanent Settlement of Bengal in 1793. 


(1) Report p 13. 
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‘ This system was later extended to other parts of the 
country with the extension of the British power. The idea 
of permanent settlement, however, was given up, though in 
every other respect proprietary rights were vested in this new 
class of landlords. 

Most of the present landlords were thus originally revenue 
farmers. 1 here are, however, a few others who were originally 
princes but were reduced to the status of landlords by foreign 
conquest. The system, therefore, has not been of indigenous 
growth; but has been imposed upon the country by foreign 
rulers. This is as much true of Western Pakistan as of other 
parts of the Indian sub-continent. This is forcefully borne 
out by the fact, as pointed out by the League Agrarian Reform 
Committee, that almost no large landowning family of this 
region (Western Pakistan) can trace their proprietorship to 
beyond the Mutiny, and only a few can claim it otherwise than 
through British benefactions.”^ 

On the basis of land revenue assessment-landlordism or 
Zamindari tenure has assumed two forms : (i) Zamindari Tenure 
Permanent Settlement and (ii) Zamindari Tenure Temporary 
Settlement. These systems we shall examine in detail while 
studying land revenue. Here it may be noted that a settlement 
is the official assessment of the land revenue due to the State. 

“ It is preceded by a more or less full survey, classification and 
valuation of the land and an inquiry into the rights of all per- 
sons concerned.”^ As already noted, a settlement may be perma- 
nent or temporary. The first settlement on this sub-continent was 
made by the British in Bengal where the Permanent Settlement 
was introduced by Lord Cornwallis in 1793. The officials of 
the Moghal rulers, who were merely revenue collectors on rent 
basis, were made the “ Zamindars ” or the landowners. They 
were mistaken for landlords in the English sense. The revenue 
due from the Zamindars was fixed in cash in perpetuity. 

The immediate objective of permanent settlement was the 
regular collection of revenue. This having been realised, 
the system was extended later to United Provinces, Bihar and 
Assam (then parts of the Bengal Presidency), Orissa and 
Madras. 

The mistake of the British lay in the fact that they by 
adopting this system, vested in the revenue collectors for 
all times to come, proprietary rights in the land, leaving the 


(1) Report, p. 12. 

(2) Vera Anstey ; Economic Development of India, p, 98, 
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cultivators at the mercy of this parasitic class This meant 
gross injustice to millions of the tillers of the soil who were 
deprived of their rights in land. The consequence was that in 
the internal of 65 years between 1793 and 1859 “while the 
proprietary body grew In strength and prospered in wealth, 
village communities perished . . and almost every vestige of the 
constitutional claims of the peasantry., was lost in the 
usurpations and encroachments of the landlord 

The State tried to protect the interests of the peasantry by 
legislative measures fixing rents and conferring s*curity of tenure 
and prohibiting illc al exactions but such measures it appears 
have not been effective. The Bengal Revenue Commission 
in 1938 wrote, ** There Is a notable absence in Bengal of that 
certainty as to the respective rights and obligations of the 
parties which a sound and satisfactory system of land tenure 
should provide .... in spite of the prohibition of ahwuhs and 
other exactions in addition to rent, which were contained m 
the permanent settlement regulations and in tenancy legislation 
there is still evidence of their continuance in the reports of 
settlement operations 

The Bengal Land Revenue Commission which was 
appointed in 1938 and reported in 1940 was in favour of 
abolition of this system and iti replacement by a Ryotwarl 
system. We shall pursue this subject in our chapter on Land 
Revenue Suffice here to say that a Bill to this end has already 
been passed by the E Bengal Assembly.® 

In the temporarily settled areas the problems of large 
estates arc analogous to those of estates under permanent 
settlement. Apart from the assessment of revenue which is 
revised periodically, the other features of the tenure arc similar 
With similar repercussions on the productivity of the soli and 
the economic condition of the actual tillers of the land As a 
rule the owners of these big estates do not cultivate them them- 
selves They arc cultivated by various kinds of tenants 

In some provinces of Pakistan (and India) between 
the tenant cultivator and the landlord who is responsible for the 
payment of revenue to the Government, arc found what may 
be called sub-proprietors or those who have sub-proprietary 
rights This feature is common between the permanently and 


(1) Speech of the Governor of Bengal before Legislative Council In 1833 
quoted by Sir Azh ul Haque In his Man Behind the Plough p 255 

(2) Bengal Land Revenue Commission Report Vpl I, p 38 

(3) A Summary of the BllUs given as an Appendix to chiptet Xll, Land] 
Revenue 
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temporarily settled estates. Such sub-proprietors are called by 
various names in various provinces. In East and West Bengal 
they are called “ Tenure-holders ” who possess the privileged 
status of permanent, heritable and transferable tenure held at 
fixed payment. “ Pattidars,” also found in Bengal who 
have permanent leases of a part of the estate. Pattidars in 
their turn create tenants called ‘ darpattidars ’ with similar 
privileges and responsibilities. In Oudh there are sub- 
proprietors below the “ Talukdars ”. The latter are overlords 
who are responsible for payment of land revenue to the' 
Government. Sub-proprietors may themselves be cultivators or 
they may have tenants to cultivate their lands. 

In Pakistan the permanent settlement system is only 
found in East Bengal. In the provinces of West Pakistan the 
landed estates are all temporarily settled and as a rule, there are 
no sub-proprietors between the landlord and his tenant cultivator. 
This, however, does not mean that the cultivator is not 
thoroughly exploited by the landlord. 

10. Tenancy Cu.tivation. We may explain here the two 
kinds of tenants found in Pakistan especially West Pakistan. 
A tenant may be occupancy tenant or a tenant-at-will. Occu- 
pancy tenants are a privileged class of people whose position 
is practically like that of owners though socially their status 
is inferior to the landowning class. For the West 
Punjab and the N.-W.F.P., the Punjab Tenancy Act of 
1887 (Section 9) laid down the terms on which occupancy 
rights could be acquired. Such rights may also be acquired by 
contract with the landlord. In addition to the land revenue 
that he pays to the Government the occupancy ten ant pays a 
_sum varying from 2 annas to 12 annas per rupee of land 
revenue to the landlord as malikana. There are hardly any 
occupancy tenants in Sind. 

■ Comparatively small proportion of land is held by occu- 
pancy tenants in Western Pakistan. In the united Punjab it 
•was 7% of the total cultivated area and in N.W.F.P. it is 
11%. In Baluchistan such prqportion varies from 1% in 
Shahrig tehsil to 8% in Quetta and Pishin tehsil. 

The tenants-at-will, however, form the most substantial 
proportion the agrarian population in West Pakistan. 
They cultivate 80% of the. total area in Sind, about 
50% in West Punjab, 47% in Frontier Province and about 50% 
in Bahawalpur State. As regards the various tehsils of 
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Baluchistan they cultivate 40% of the total area in Quetta, 27% 
in Pishm, 25% in Shahrig and 16% m Sinjawi.* 

The position of the tcnanrtit'ivill is very precarious. He 
can be ejected at the sweet will of the landlord and is sub- 
jeeted to a variety of Illegal exactions and oppressions In 
their communications to the Bengal Famine Enquiry Com- 
mission the Punjab Government wrote, **Thc Tenants are 
sometimes rack-rented, poor and insecure and consequently 
have not the means for the necessary incentive to effect 
improvements.^*’ The usual rent paid by the tenant is half 
the gross produce which in itself is quite excessive. Actually 
the tenant pays more. In the words of the Pakistan Muslim 
League Agraiian Committee ; “Apart from the legal dues of 
the landlord there arc in most cases, particularly in Sind and 
the landlord-dominated districts of Punjab and Bahawal- 
pur, a variety of legally unjustified dues and service which 
arc sanctioned by custom and enforced by the superior bargain- 
ing power of the landlord. These dues and services are 
extremely oppressive and include *bcgar,’ ’Khurcha’, 
‘Munshlana’i ‘Kamlana ’ and ‘Karaya’. In certain parts there 
arc other taxes, which the landlords exact from the tenants, for 
instance, ‘faslana*, ‘khunga’ and a rax per hearth, window or 
even for every domestic animal or chicken. Landlords In 
backward areas arc even known to charge a homage on the 
marriage of their children and even a tax on the marriage of 
the tenant or his children.” According to an investigation by 
the Punjab Board of Economic Enquiry the landlord’s share 
IS sometimes as high as 75% or even 90% 

11. Economic Consequences of Tenancy Cultivation. 
Landlordism In Pakistan and India means ” absentee landlord- 
ism ” with the most backivard tenancy farming. We cannot say 
generally that tenancy farming under every cricumstance is to 
be condemned. “The best agriculture in the world,” says 
Calvert, “is earned on under the tenancy system (England).” 
That IS because the English landlord is his tenants’ “best friend” 
says Calvert, “ and spends fully one-third of his rental back on 
the land and its needs” “Most Punjab landlords would 
spend practically nothing back on the land.”^ 


(0 League Agratian Reform Commiccee Report, pp 14-15 

(2) Report VoL II, p 266 

(3) League Agrarian Commltcee Report, p 15. 

(4^ Calvert: Principles of Rural Econoznlcs, p. 126. 
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Tenancy farming is carried on as, already noted, under 
what is called the “ batai ” system, in the various parts of West 
Pakistan. Under this system the rent of the land is paid in the 
form of from onc^half to one-third (according to circumstances) 
of the gross produce. Almost the entire costs of production 
are met by the tenant from his share. The government demand 
is paid by the landlord. Of such a system Marshall has to 
observe as follows: “When the cultivator has to give to his 
landlord half of the return to each dose of capital and labour 
that he applies to the land, it will not be to his interest to 
apply any dose, the total return from which is less than twice 
enough to reward him.”^ This is what exactly has been happen- 
ing in Western Pakistan. Speaking about the tenant cultivation 
in the Punjab Calvert wrote : “ They generally take less care in 
preparing the land, plough it less often, manure it less and use 
fewer implements upon it than owners. They grow less valuable 
crops, especially avoiding those requiring the sinking of capital 
in the land ; they make little or no effort for improving their 
fields ; they often keep a lower type of cattle ; they avoid per- 
ennials and bestow no care on trees.”^ 

The tenant behaves in this way partly because of the inad^ 
quate incentive for additional effort and investment under this 
system, and partly because of his general poverty and ignorance. 
The tenant is a primitive cultivator with practically no financial 
backing and cultivates small holdings even when his landlord 
is the owner of a big estate. In advanced countries like England, 
the tenant-farmer is a man of fairly good means who gets large 
blocks of land on a long lease and undertakes large capital invest- 
ments. The landlord is responsible for investments in fixed 
capital. Landlords in Pakistan even when owning hundreds of 
acres of land give out their lands in small portions to tenant 
families who cultivate them on the old primitive lines they 
have inherited from times immemorial. There are no capitalist 
farmers and the landlord himself does not interest himself in 
helping his tenants financially or otherwise. The result is that 
the land is utillised in a most wasteful manner and progressive 
methods of agriculure become out of the question. 

Apart from the economic effects of landlordism it has 
serious social and political repercussions which may also be men- 
tioned in passing. Socially the position of the tenant in most 
areas is that of a serf. Practically he belongs body and soul to 
the landlord who being the most influential man in the area 


(1) Marshall Principles of Ecnoraics 7th Ed. P. 644. 
Q) Calvert t op dt. pp. 206'7> 
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succeeds in Closing all channels through which the oppressed 
cultivator could get his position redressed by resort to law. Not 
that all landlords arc oppressive but there is no denying the face 
that the system gives too much temptation for exploitation to 
be resisted except by the most high-minded among the landlords 
and their number is not expected to be large in view of the 
surroundings in which they have grown. The system thus de- 
moralises the landlord and the tenant both and m consequence 
lowers the general moral standards of the nation 

12. Protection of the Tenant in Bengal, In thepast the 
state has attempted to protect the tenant through legislation. 
Among the provinces of India the first to resort to tenancy legis- 
lation to protect the interests of the tenants was Bengal. By the 
Permanent Settlement of 1793 the land revenue as we have 
seen was fixed sufficiently high and was to be collected 
strictly by the Zamindar. Though it was intended that the 
rights of the tenant would be secured. It was not done until 
the middle of the 19ch century. It was in 1859 that the first 
Indian Tenancy Law was passed in Bcngal—the Rent Act 
of 1859. This was later amended by the Tenancy Act of 1885. 
This Ace provided that every cultivator who had held ianjl 
In a village for 12 years acquired thereby a right. Most of the 
ryots thus became occupancy tcna'nts who could not be ejected 
except in execution of a d “ • ' t - 

their rent could not be 
five years. This Ace was 
1907| with the object of 

the collection of rents and also of guarding against enhancement 
of rents by collusive compromises. The amendment also remov- 
ed ambiguities, anomalies and defects found through twenty 
years of the working of the Act. ‘ > 

In 1928 another Tenancy Act was passed, according to 
which holdings could be transferred by the tenant subject to the 
payment of a fee. It also gave the landlord the right of 
pre-emption. The Act further strengthened the right of the 
under-ryots dividing them into three classes entitled to diff- 
erent degrees of protection. 

In 1938 the Bengal Tenancy Act* of that year was passed. 

It abolished illegal exactions and cesses charged by the landlord 
from the tenant { gave the tenant right to recover his alluvial 
land within 20 years on payment of four years* rent { conferred 
the same rights on the unoerryot which had been 'effj'o'y^ so 
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far only by the occupancy tenants and reduced the rate of 
interest payable on arrears of rent to 6^ per cent. The Pakistan 
province of East Bengal comes under this Act. 

The East Bengal State Acquisition and Tenancy Bill 1948 also 
contains some previsions which protect the interests of certain 
classes of tenants. Some of these provisions are consequential 
to the main provision of the Act viz the acquisition of rent 
receiving rights by the state. Thus all holders of service 
tenancies (holding agricultural lands free of rent in consideration 
of some service to be rendered) will acquire occupancy rights in 
such lands subject to the payment of a fair and acquitable rent 
to their immediate land lords. Such tenants will be entitled to 
a compensation if, on an order of a court, they have to move their 
homesteads from, within the homestead of a landlord. If they 
have been ejected after 7th April 1948 their lands can be 
restored unless the ejectment took place under the order of a 
civil court or other competent authority. 

After state acquisition all lands held by tenents under 
Government will pay fair and acquitable rents. All agricultural 
tenants (Ryots) will have permanent heritable and transferable 
rights in their lands and will be able to use them as they like. 
An agricultural tenant will not be ejected from his holding 
except in execution of a decree of a ^civil court passed on the 
ground that he has done any act in contravention of the prO' 
visions of the Act. In casses of transfer of raiyati lands, co'sharer 
tenants and tenants holding contiguous lands will have the 
right of pre-emption. 

The rent of a ryot cannot be enhanced beyond the maximum 
rate of rent fixed in the table which will be. prepared for 
diffeient classes of land. Rent enhanced once will not be liable 
to enhancement within 30 years. 

No tenant, however, will be allowed to sublet his land after 
state aepuisition. 

The Act thus greatly improves the status of a tenant. It 
confers rights of occupancy and makes them heritable and 
transferable. It fixes fair rents and prohibits ejectment except 
in pursuance of decree passed by a competent court ; finally it 
■abolishes service tenantsh 

14 — Tenancy Legislation in the Punjab. As regards the 
Province of the Punjab, the Tenancy Act of 1887 governs the 

^ „«i, , I. 

(1) For detail? ae? Appendix to the Chapter XII Land Revenue, 
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tenant-landlord relations, as far as occupancy tenants are 
concerned. The Act defines occupancy tenants as those who 
for two generations have paid neither rent nor services to the 
proprietors, but only their share of government assessment. 

Occupancy tenants in the Punfab belong to different categories 
according to their rights and obligations vh a vis the land lord. 
There are (/) those who pay only land revenue and cesses or 
District Board dues. The landlord gets nothing except the 
prestige of ownership (b) those who besides land revenue pay 
to the landlord, which is generally annas 2 per rupee of 
land revenue, but may go up to annas 8 per rupees; (c) chose who 
pay Chakutra or or cash rent usually fixed at the time of the 
Settlement ; and finally are chose who pay rents in kind the races 
of which are also fixed at the Settlement. 

The occupancy tenants in the Punfab enjoy extensive rights. 
They can hold land permanently so long as they pay the rent 
fixed by authority. They can pass this land on to their descen- 
dents on the same terms ; In fact they are more than mere 
permanent tenants; they are individuals who in many cases would 
have been owners. In practice the only difference between a 
typical occupancy tenant and the landlords is that the former 
has to pay to the latter the ma//knnd and the landlord is theo- 
reticaliy responsible for paying the land revenue to the State. 

In the Punjab occupancy tenants hold less than lO per cent 
of the total cultivated area. It has been suggested that this 
class of tenants should be abolished, because their existence 
leads to irritations and litigation between the land lord and 
the tenant, the result of which is that the land is neither 
properly looked after by the one nor by the other. There arc 
certain reasons for which even these tenants can be ejected e.g. 
when the tenant uses the land for purposes other than for which 
it was originally given etc. The landlord thus gets opportunity 
of harrassing his tenants on one excuse or another. 

The question of tenancy was entrusted to a committee by the 
Punjab Government in 1949, the report of which has not yet been 
made public. A member^ has revealed, however, that the com- 
mittee concluded that occupancy tenancy was supported neither 
by the tenants nor the landlordsand that there was a general 
demand for its abolition. Its abolition will presumeably take 
the form of giving option to tenants and the land lords to 
purchase the share of the one or the other respectively. 

(1) M. Hassan Occupancy Tenants In the Punjab. PsVjstan Economic Journal 
August 1950. P. 85 
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More than 10 million acres (out of a total of 111 million acres 
under tenancy) in the Punjab is cultivated by tenants'at'will. 
The tcnant'at'Will in the Punjab enjoys no legal protection 
against enhancement of rent and ejections. “The extension of 
the peroud of tenancy” wrote Dr. Mukherjee a few years ago 
about the Punjab tenant-at-will, “beyond eight years is quite 
rare) and generally speaking, those tenants-at-will who culti- 
vate small areas are replaced at quick intervals.” ^ The Tenancy 
Act of 1887 allowed a tenant-at-will to make improvements 
with the assent of the landlord. If he could prove this assent 
he could not be ejected and his rent could not be enhanced 
until he had received compensation for his improvements. “But 
local conditions” according to Calvert “ make it very difficult to 
prove improvements.^ • 

Recently however some legal protection has been extended 
to the tenants-at'will in the Punjab. The Governor in 
1950 promulgated two Acts to this end (i) The Punjab Tenancy 
(Amendment) Act and and (ii) The Punjab Protection and 
Restoration of Tenancy Rights Act. The former measure seeks 
to abolish the various cesses (abwabs) which the tenants had 
to pay to thejr landlords in actual practice even though they had 
no legal sanction. These impositions have been declared “un- 
just and unauthorised exactions.” According to the Act “no 
tenant .shall be entitled to any thing in the shape of a cess, 
village cess or other contribution’ or any other free persona! 
service in addition to the rent payable for land held by the 
former under the latter.” 

The Punjab Protection and Restoration of Tenancy Rights 
Act was necessitated by a large number of ejectments that took 
places in the Punjab early in 1950. The landlords resorted to 
this method, because they thought occupancy rights on the lines 
of those conferred by the Sind Tenancy Act of 1950 might be 
conferred on their old- teriants too.' The Act places restrictions 
on the right of a private owner of - agricultural land to eject his 
tenants summarily. It sets aside, with retrospective effect, all 
such ejectments. The landlord can only eject his tenant if he is 
not cultivating the land according to the specific or customary 
terms of his tenancy or does not pay the land rent promptly or 
engages^him’s'elf in a- compaign of advocating non-payment of 
rent. < 

' (iVEconomic Pfob/ems'of Modern India Vol. I. 236. 

(2) Calvert : wealth and welfare in the Punjab.' P.'200. 
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Accordlngtothcgovdmment vicw.onaccountof thescActs 
.* The ' entire structure of. the rural Provinces’ "50 years old 
fcudalistic of ccconomy has undergone a new drastic change 
which will have farreachtng effects on Its social and political 
'life as well" 

' Such high praise is not warranted even though some legal 
protection to tenants is better than none. Such legal measures 
have not achieved their purposes in other provinces of India 
and Pakistan. The landlord can alway take advantage of the 
lopholes left in the Act He can * prove ’ that the tenant is 
engaged in unlawful activities. The tenant is no match to him. 
The fundamental fact is the weak bargaining position of the 
tenant vis a vis the landlord, as we shall see. 

15. NfW.F.P- Tenancy Act, 1950. The Punjab Tenancy 
Act of 1887 also’applicd to the North West Frontier Province. 
Recently a new Tenancy Bill has been passed by the Provincial 
Assembly. The main provisions of the N.W. F. P, Tenancy 
Bill as passed by the Provincial Assembly on 9ch January, 1950 
are 

It confers full proprietary rights on occupancy tenants. 
According to clause 4 of the Bill occupancy tenants who oc the 
commencement of the Act paid no rent, except land revenue, 
rates and cesses to landlords, would become full owners without 
payment of any compensation to the landlord. Those who 
paid rent in cash or kind would become owners at the payment 
of compensation as fixed by the Government. Compensation, 
however, must be paid within a specified period as fixed by the 
Government, failing which the land will levert to the present 
owners. The Bill also abolishes the * begar’ system and makes 
ejectments of tenants unlawful except under decree or order of 
competent authorifF* If provides summary trial of those who 
obstruct the tenant in gettina his due share of produce. 

'■ ' The Bill is a welcome measure, because in this Province 
so far, the tenants-at-will have been entirely at the mercy of 
landlords. Abolition of occupancy tenancy is welcome, but 
whether 'the occupancy tenants will be able to acquire full 
proprietary rights will depend upon the magnitude and condi- 
tions of payment of the compensation as fixed by the govern- 
ment. If the compensation is so heavy as. to be beyond the 
financial resources of the tenant the Bill may succeed in adding 
to the number of tenahts'at-wUl instead of that of the 
proprietors. Abolition of ‘begat* and ensuring proper share of 
produce to the tenant canhut be achieved' Unless the tenants, 
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bargaining power is strong, vvhich is not the case at present. 
This has been the main reason why on the sub-continent 
of India legal protection has not been effective so far as the 
tenant’s interests are concerned. 

16. Sind Tenancy Act, 1950. As regards Sind the 
tenant class is the “ Haris ” whose economic condition is 
precarious. They enjoy no legal protection. In 1947-48 the 
Government of Sind appointed a Committee— the Hari Enquiry 
Committee. The majority report of this Committee suggested 
measures for the improvement of the economic conditions of 
the Haris by means of regulation of tenancy agreements, batai 
system ,and improved methods of land utilization and the 
principle of collective farming. One of the members presented 
a minority report in which he recommended the total aboli- 
tion of the Zamindari system and substitution in its place of 
the system of peasant proprietorship. The report further 
recommends that landlords should be compensated for the land 
acquired from them. 

On the lines of the recommendations of the Hari 
Committee a Bill was framed which has recently been passed by 
the Provincial Legislature as the Sind Tenancy Act of 1950. 
The Act seeks to grant permanent tenancy rights under 
certain conditions, it abolishes ‘ abwabs ’ and provides for the 
regulation of the ‘ batai ’ system. It also provides for settle- 
ment of disputes between the Haris and the Zamindars. 

It is, however, very doubtful whether the Sind Tenancy 
Law will improve the position of the Haris. In the first place? 
the conditions which must be satisfied before permanent 
tenancy rights are conferred on the Haris will be very hard to 
satisfy. 

These conditions are : (/) The tenant should have 

cultivated at least four acres of land for the same landlord for 
a continuous period of not less than' four years. (//) He should 
have cultivated such land personally. {Hi) Such piece or parcel 
of land should not exceed the area that can be efficiently 
cultivated with the help of one pair of bullocks, (it;) In . case 
of shifting cultivation tenancy rights are not to exist in 
respect of any particular piece or parcel of land defined by 
metes and bounds. 

Apart from the other conditions which limit the area that 
can be brought under permanent tenancy, the first condition 
alone would be almost impossible to satisfy. There' is nothing 
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to prevent the landlord to eject the tenant (before the 
period of four years of his tenancy is over. This will make 
ejectments more common and the position of the tcnant*aC'wiU 
more precarious than ever. In fact large-scale ejectments have 
been taking place recently presumably in anticipation of the 
new Law. 

While It has been made difficult for the tenant to acquire 
hereditary rights, the new Law has made it quite easy for the 
landlord to deprive the tenant of such rights. He can be 
deprived of such rights If (i) He absents himself from his land 
for one year. (/«) Makes a diffeient use of the land without the 
landlord’s permission. (///) Falla to cultivate the land personally, 

(iv) Falls to pay the landlord his due share of the produce or 

(v) Is convicted by a court of law of any offence such as cattle 
theft, receiving stolen cattle, theft of crops, abduction etc. 
Further the landlord may terminate the tenancy of a permanent 
tenant by giving him one year's notice in writing on the ground 
that he requires the land for * bona fide’ cultivation etc. or for 
any non^agncultural purpose. 

Regarding the sharing of the produce with the tenant' 
at'Will the Act makes the following provisions: 

(0 The tenant'at'WlIl shall continue to share half the 
burden of payments (m kind) made to harvesters, winnowers and 
* dharwais*. 

(If) The tenant shall be responsible for the cost of 
implements, animal labour, seed and irrigation bunds 

(///) The landlord can deprive the tenant of his share in 
produce in realization of debts. 

(fv) According to the amended clause 18 the tenant shall 
continue to be deprived of a substantial part of his share in 
straw, * karbi,* * buh * palal * and green grass. 

Thus the Act seems to give legal sanction to the practices 
which have already been in vogue and against which the tenant 
required relief. ‘Abwab*, and ’faegar* has no doubt been 
banned but no arrangement has been made to ensure the 
observance of such a ban. The tribunal that has been provided 
for settlement of disputes will consist of only one member — the 
mukhtar'kar. He is more likely to be under the influence of 
the well-to-do landlord than of the poor tenant. 

It would appear from the recent attempts at tenancy 
legislation that the solution of the problem does not he in the 
direction of regulation of the conditions of tenancy. Muph 
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more progressive measures in the provinces of pre-partition 
India achieved little protection for the tenant. The crux of 
the matter is that the struggle between the landlord and the 
tenant is an unequal fight arc in which one party is definitely in 
an inferior social, political and economic position. Moreover, 
the matter is not merely of the respective rights of the two 
parties. It is a matter of national importance both from the 
of point view of social and political stability and of economic 
productivity of our land and labour. More radical measures than 
merely regulation of status quo is indicated ; what is needed 
is the reorganization of our entire agricultural system. 



CHAPTER VI 

REORGANI2NG OUR RURAL ECONOMY 

1. The Need. The foregoing three chapters have brought- 
out a number of important conclusions which must be clearly 
stated now ; Firstlyi we have seen that Pakistan possesses fertile 
soil and an irrigation system %vhich is among the best in the 
world. Among the agricultural products she has almost a mon- 
opoly of Jute and contributes a considerable share in interna- 
tional trade as far as cotton is concerned. She is an important 
exporter of tea and hides and skins. All these have contributed 
to the stability of our economic life so far. But our too much 
dependence on exports of a few raw materials can be a source 
of weakness in times of depression. It is necessary therefore 
that our production and export trade should be more diversified. 
Hence the need for crop planning. As regards food products we 
have a surplus of wheat and a deficit of rice. On the whole 
we are a surplus country in cereals in normal times. Here also 
greater diversity in our food resources is indicated to give more 
variety and greater vitamin content to our diet, This fact again 
points cowards scientific crop planning. So far our production 
has been haphazard. 2ndly: Compared to more advanced coun- 
tries of the world Pakistan docs not get adequate returns from her 
soll and other resources invested in land. If productivity peracre 
could be increased the present production could be obtained* 
from J to J of the present area under cultivation! thus releasing 
the balance for production of other varieties of crops. Conven- 
tional methods of increasing production in the way of better 
seed, more manures and adequate water etc., have not 
yielded spectacular results. Nor has extension of cultivation to 
new lands kept pace with the increase in population. Though 
there are considerable possibilities of bringing new lands under 
the plough the main resort in Pakistan must be on getting more 
out of the area already under cultivation through more scientific 
methods of production. 3rdly: The failure of measures of 
intensive farming has been partly due to the conservatism of 
the cultivator, but mainly it has been the result of the system of 
land ownership in the country which has kept the -unit of 
cultivation very small. Further, it has on the one hand pro' 
duced a parasitic class of absentee landlords who have no 
interest in the development of agriculture and on the other a. 
jresourceless and oppressed class of tenants, who have neither 

69 . 
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the jfinancial resource nor the inccnti\’'e nor the opportunity of 
takinR to more scientific methods of farming. The result is a 
colossal waste of man power and natural resources. Apart from 
the economic waste there arc the political and social rcpercus- 
sions of a system which keeps the major portion of the masses 
of a country ill-fed, ill-clad, ilhhouscd, and ill-carcd for in 
every way. In a fast chaneinn w'orld such a state of affairs can 
be frauj^ht with disastrous potentialities. 

2. The Problem. The problem before the country there' 
fore is how to make our aj;rlculturc more productive and our 
peasantry more prosperous. This is a problem of production as 
well as of distribution. So far as production is concerned we 
must create conditions under which our land, marcrial resources 
and labour power arc utilised in the most efficient manner. 
This will involve two thin/ts (u) The unit of cultivation must 
be expanded so tivnt more scientific methods of production can 
be applied to agriculture, (h) The cultivator as the human factor 
must be allowed to work under conditions which Rive him 
maximum incentive to put forth his best into the land and to 
be free of all exploitation by any agency whatsoever. More- 
over he must be saved from the uncertainties of fluctuations of 
national and international markets If conditions mentioned 
under (fi) arc created the problem of distribution will be au‘ 
tomatically solved. Because, you cannot create proper incentive 
for work unless you can insure that the fruit of labour will 
adequately compensate the efforts and sacrifices undergone 
by those who have undertaken that labour. Measures ensuring 
economic security and stability vvill also ensure equitable dis- 
tribution of the fruit of agriculture among the participants in 
the enterprise. The first and the most important step to achieve 
these ends is the reform of our land system. 

3. Reform of the Land System. The reform of the land 
system may be regarded as the most fundamental prerequisite 
of agriculture in Pakistan. As we have already seen consolida- 
tion of holdings, better irrigation facilities, better seed, imple- 
ments and manure etc., cannot produce results of any significance 
unless the size of the unit of cultivation is increased and the 
agricultural worker is ensured a reward in proportion to hiS 
effort. 

Several alternatives may be considered in this connec-: 
tion ; — ' ' _ • i . , . • 

(a) Iricreasing the batai share of the tebarit and givihg 'Kfm 
^teeurity of tenure through tenancy legislation, 
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• (b) Commutation of produce rents into money rents. 

(c) Elimination of landlords with a view to 
(i) Land nationalisation. 

00 Creation of peasant proprietorships. 

(f7/) Conferring proprietary rights on co-operatives. 

4. Improving the Share and Status o£ Tenants. One 
suggestion is to increase the share of the tenant in the gross 
produce. At present, as we have seen, the most common practice 
is for the landlord to take onc-half of the cross produce. The 
tenant has to meet all the costs of cultivation. The landlord 
pays the land revenue and also arranges for water. The details 
of these arrangements differ from place to place. But on the 
whole the main burden of costs falls on the tenant and bv the 
time he has met these costs very little is left to compensate 
him and his family members for the work done during the 
year. The Punjab Farm Accounts relating to the years of depres- 
sion show that frequently the peasant's expenditure exceeded his 
income during the year; hence the accumulation of debt and 
living on past capital hoarded in the form of gold ornaments 
etc. The reason why the cultivator continued to till the land 
under such adverse conditions is that for him there are no other 
alternative avenues of employment available. The bargaining 
power of the landlord Is strong because of the great land hunger 
in the country. Under such conditions no amount of legislative 
protection will help the tenant. Whatever share is fixed by 
law will not be effective unless the \vorking of the economic 
forces is modified. The same argument applies to giving security 
of tenure etc., by legistation. Tenancy legislation has been tried 
in all the provinces of India and Pakistan but the protective 
laws give little protection to the tenant. They remain merely 
paper protection. As long as the landlord-tenant relation 
remains no amount of leglstation will protect the tenant from 
the social, political and economic exploitation on the part of 
the landlord. The cultivator must be made into an independent 
self-reliant and self-respecting individual, for this he must be 
removed from the sphere of the landlord's domination. ■* 

Moreover, the reform of the land system is wanted not 
only to improve the position of the cultivator but also to create 
coriditions under which more scientific methods of production 
can be applied to land. This is not possible unless the land a 
freed from the clutches of the landlord class who' have shown 
no anxiety or ability to take to progressive agriculture. 
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5. Commutation of Rents. As regards the substitution 
of money rents for produce rents difficulties will arise in respect 
of fixing and enforcing different levels of rents in different 
localities and for different kinds of land. If rents are left to the 
forces of free competition there will be the danger of rack renting 
on account of the reasons explained in the previous section i.e , 
on account of the pressure of population on the soil and lack of 
alternative employment for the peasantry. Morcoi^er, the 
element of risk in money rents is high where produce and prices 
arc subject to wide fluctuation as in this country. In share 
tenancy the risks are shared between the landlord and tenant. 
If produce is less the loss is equally divided ; if prices fall the 
share payable as rent is not affected because it is paid in kind. 
But if the landlord has already received his rent in money the 
whole of the loss due to smaller produce or lower prices has to 
be borne by the tv^nanc And considering that his financial 
resources arc meagre this loss may break his back and push him 
further into the mire of indebtedness. The best course, there- 
fore, would be entirely to break the landlord-tenant link thus 
setting the tenant free to plan his operations as he likes. The 
landlord must be eliminated. But how? One view is that 
he should be expropriated without compensation, and the 
other view favours some sort of a compensation. 

6. Expropriation without Compensation. The extreme 
view of expropriation of landlords without compensation has 
quite a number of supporters in Pakistan. Some time ago the 
West Punjab Kisan Conference passed a resolution to this 
effect. Those who favour expropriation argue in this vvay. 
Land is a free gift of nature to the people of a country and not 
to any particular class of the population. It should therefore 
be used for the benefit of all and not for the profit of the few. 
Property in land arose not as a result of effort on the part of 
its present owners, but as a result of forcible possession by the 
more aggressive at the expense of the more peace-loving classes 
of ,society. In the Indo-Pak, subconrinent land originally 
belonged to the community and in effect was occupied and 
cultivated by 'the peasants. The present system of lardlordism 
was imposed by the British in their own Imperial interests. 
What were previously revenue collectors on behalf of the state 
\Wre awarded proprietary right in the lands which never 
belonged to them. This v\as done either in ignorance of the 
Conditions in this part of the world and following the estab- 
lished system of landlordism in Great Britain, or it was done 
deliberately to' create a hew class of people on whose loyalty 
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British power in India could depend Some landlords were 
created in compensation for services done to British rule This 
class was not only created but was maintained throughout the 
British period through awarding them special privileges The 
class did serve the purposes of the imperialist power with 
whose help it kept down all the progressive forces in the 
country With the coming in of freedom the land should 
agiin belong to the people — the tillers of the soil~who were 
dispossessed of their means of livchhood by the hand of a 
foreign power. 

7. Necessity of Paying Compensation Historically 
sp’aking, there is much truth m this analysis of the situation 
But there arc many practical and theoretical difficulties in the 
way of eicpropriacion This pome of view cues at the very 
basis of the institution of private property as it exists ro day 
It citabllshes the principle that private property is only justified 
in things which have b-’cn produced by the effort of the 
owners concerned This appears to be a fair principle But 
It should he consistently applied , unearned property and incomes 
take countless forms in the present society Moreover, there 
IS so much overlapping between what is 'earned* and what is 
* unearned * that it is difficult ro draw a line Further, even the 
definitions of these terms cannot be clearly stated Property 
appreciates due to expansion of a town, political developments, 
building of a railway, a road, a canal, change in fashions etc 
An unearned increment may arise or an unearned decrement 
may also arise How will you balance the two? Some 

profits may be earned by two different individuals 
under different conditions not easy to distinguish One man 
invests m a factory, another in a piece of land The means of 
both the investments svetc earned but fruit of investment 
comes from different sources Some landlords may have taken 
interest in improving their lands, others may not have contribut 
ed anything to Its fertility Whom should you regard as a 
parasite when expropriating? If both, it will be unjust, if the 
latter, then you are not applying expropriation uniformly. 
Distinctions between landlords will be impracticable and 
treating them unformly will be inequitable Short of a 
Complete revolution in our ideas of social organization ex- 
propriation Will neither be just nor practicable 

Then why not have a complete revolution in our ideas 
of social organization ? This point of view is at least consistent. 
The question is what kind of a revolution do you want? 
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The first objection to these recommendations is that 
estates up to 150 acres irripated and 450 acres unirrIgated have 
been left untouched. The Committee is conscious of the 
fact' that “ the area suggested by us is larger than the area 
susceptible of direct cultivation by an arveage sized family of 
peasant proprietors.” But they have borne in mind the fact 
that certain forms of cultivation e. g. fruit gardens, require 
larger areas, that a farm of 150 acres is not Coo large if 
mechanised forms of exploitation are introduced ; and that in 
any case the operations of the laws of inheritance would 
reduce such a farm to very much smaller proportion within 
one generation. 

The chief raison de etre of abolishing large estates is to 
get rid of the present inefficient and oppressive system of tenanev 
farming. If this has to be done the limit should not go 
beyond 30 acres for irrigated land and say 75 acres for barani 
land. Thus on the average the limit may be taken to be 50 acres 
of land. Garden plots may be made exceptions after due 
investigation. As regards mechanical farming this should be 
encouraged under the co-operative system, rather than the 
system of large landed estates, owned by individuals. Further, to. 
wait for the operation of the law of inheritance to set right 
present injustices will mean shelving a problem which needs 
immediate solution. We would, therefore, recommend that all 
ownerships over and above 30 acres in the case of irrigated land 
and 75 acres in the case of barani land my be acquired by the 
state for the purpose of passing them over to the actual tillers 
of the soil. Local modifications, however, may be made to 
suit local conditions. On the average, therefore, we assume 
the limit of acquisition to be above 50 acres. 

i 

Now as regards the multiples suggested by the Committee 
they range from 3 to 6 times the annual yield. The multiple 
of 6 is to be applied up to 1,500 acres. In West Pakistan,' as is 
admitted by the Committee, there are very few very large landed 
estates. A vast majority of them, therefore, will fall within 
the first category and will have to be paid six times the 
annual yield as compensation. This can be easily shown with 
the help of the data available in the report of the Committee 
tnemselves; ‘ ' 


(1) Report p. 32 

p) lbd.> 
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Thus, according to the Committee, land revenue per acre in 
colony areas comes to Rs. 5 and for unirrlgatcd lands Rs.l}. 
We may talce the average at about Rs. 3i per acre. On this 
basis an owner of 1500 acres would pay roughty about Rs. 5,000 
According to statistics given by the Committee* there 
arc only 25 persons who pay Rs. 5,000 and over as land revenue 
and they pay only Rs. 2,29,713 in all. On the above basis this 
would represent an area only 65,632 acres out of about 76 lakh 
acres which fall in the category of 50 acres and more. This 
means that the calculation to be realistic will have to be made 
,on the basis of six times the land revenue. 

As regards the annual yield in irrigated areas of colony 
districts in which most of the large landed estates are situated 
this is not less than Rs. 200 per acre at the current prices. 

9. The Burden of Compensation. Now let us calculate 
the area that will have to be acquired in each of the provinces of 
Western Pakistan. The total number of landowners In the 
West Pnufab has been estimated at 13’5 lakhs out of which 131 
lakhs own 50 acres or more. About 40,000 own more than 50 
acres each. These people own 76 lakh acres of land in all. In Sind 
80% of the cultivated area i c., 42 lakh acres is owned by large 
landlords. In N.W.F.P. large estates come to about 12 lakh acres. 
About BaluchUian detailed figures ore not available but the total 
cultivated area is about 3’3 lakh acres. Except in the Quetta 
tchsil in which only 48% of the area is cultivated by peasent 
proprietors in other tehsils this percentage varies between 61 to 
84. Wc may, therefore; ignore Baluchistan altogether. East 
Pakistan has its peculiar problems of tenure which, are being 
tackled already, as we shall see presenly. The main problem of 
acquisition of landed estates, therefore, relates to the three 
provinces, the Puniab, N.W.F.P. and Smd. The following table 
gives an estimate of probable cost of ac:iui3ition in these 
provinces. < 

(l) Report! League Agrarian Refonn Committee, p. 13, 
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Province; 

Area to be 
acquired 
lakh acrep. 

Total cost 
at 6 times the 
annual yield 
at Rs. 200 per 
acres Rs. lakhs. 

Payment in 
cash 

20% of the 
total Rs. 
lakhs. 

Payment in 
bonds at 

4% after 

20 years 

Rs. lakhs. 

Punjab 

• •t 

76 

912,00 

182,40 

1313,28 

N.W.P.P. 

• •• 

12 

144.00 

28,80 

207,86 

Sind 


42 

504,00 

100,80 

725.76 

Total 

• •• 

130 

1560,00 

312,00 

2246,90 


It will be seen that the total cost involved will be Rs. 1560 
crores of which Rs. 312 crores will have to be paid in cash if 
the suggestion in this respect of the Agrarian Reform Committee 
is accepted. This burden is obviously beyond the paying 
capacity of either the state or the cultivators. 

10. Land Reform in East Pakistan. The East Bengal 
the State Acquisition and' Tenancy Reform Bill, as we have 
already seen, provides for acquiring on the part of the state all 
rent receiving interests over and above one hundred standard 
bighas of land. The compensation is to be paid on the basis of 
a sliding scale inversely related to the net incomes earned by 
the rent receivers, clause 19 of the Act provides for compensa' 
tion, ranging from 10 times the net incomes not exceeding 
Rs. 500 to twice the net income exceeding Rupees one lakh. 

The compensation may be paid either in cash or in bonds 
or partly in cash and partly in bonds. The bonds will be non' 
negotiable and payable in not more than 40 annual instalments 
and will carry interest at three percent per annum. 

The Act is a welcome initiative on the part of a province 
of Pakistan for the solution of a long standing problem. The 
Act, however, does not entirely solve the problems of land 
tenure.^ Firstly it leaves untouched rent receiving interests 
below' 100 standard bighas. Secondly it creates a system'of 
state landlordism which is not entirely free of defects. The 
rents will be paid to the state. What will be the leyel of those 
rents ? If they are as high as paid to the private rent receivers 
the cultivator gets no relief. If the st^te only charts land 
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revenue at the usual rates than the ownership might as well be 
conferred on the cultivators. Probably the rents will be fixed 
between these limits. But the state will have to give concesi 
sions and remiosions in periods of stress and in the net there 
may be little gain to the exchequer. Thirdly, the compensation 
may remain a drag on the provincial finances for long time. It 
would Be better if the proprietory rights are conferred on the 
actulal cultivators and the compensation to be paid to the rent 
receivers is realised from the cultivators on a suitable system of 
instalments. Money thus realised should be used in meeting 
the liabilities incurred in connection with payment of compen- 
sation to the rent receiving interests. Moreover, the acquisition 
should take place of all rent receiving interests with suitable 
exceptions in the case of orphans, widows etc for a temporary 
period-say of a generation. 

11. Experience of Europeon Countries. Land reforms 
in the various countries have taken two main forms f.e., the 
conservative and the radical. T^c former kind of measures 
have mainly aimed at consolidation of holdings, land reclama- 
tion, provision of greater credit facilities, regulation of landlord- 
tenant relations. We have seen that such measures have been 
tried in the Indo-Pakistan sub'continent in the past without 
solving our basic problems. Other countries which have 
attempted such policies are the United States of America, the 
United Kingdom, Germany. France. Netherlands, Denmark 
and Scandanavlan countries. These countries, however, are 
mainly industrial in character and their agriculture in most cases 
is of secondary importance. 

' Another group of countries have chosen the radical reform 
method. Such are the countries of the Central and Eastern 
(Europe including the Soviet Union and some Baltic states* The 
main principal followed here is that the land should belong to 
the tilicVs. of the^Mil. Large estates have been expropriated 
with or without" compensation* The land thus released has 
been distributed among landless labourers and cultivators of 
.dwarf holdings. Measures have been moderate in Hungary and 
Bulgaria ; more radical In post-war Finland, Poland, Crecho- 
slovakia, Rumania and Yugoslavia; and most radical in Baltic 
states of Estonia, Latvia and Lithuania. 

. ^ As regards compensation where landed estates have been 

acquired from the big landowners full or part compensation 
has beed paid^^except where (c.g., Czechoslovakia and Bulgaria) 
estates were owned by alien interests or belonged to those who 
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Kad- acted in an anti-national or ariti'Social manner during 
the last war. In some countries (e g., Roumania) the compensa- 
tion was paid by the state. In others (e.g., Hungary) compensa- 
tion was later scaled down on account of the inability of the 
peasants to pay due to Depression. 

12. Land Reform in India. Abolition of Zamindari Bills 
have been passed in India in the Provinces of Bihar, Madras, 
and U. P. Bills with similar aims are also under consideration 
in West Bengal, Assam and C. P. and Barar. 

The chief objects of these Bills are ; (a) Abolition of 
Permanent Settlement wherever it exists, (b) acquisition of 
interests of Zamindars, inamdars etc., oh payment of a fair and 
equitable compensation, (c) introduction of ryotwari system in 
all such cases, which is practically peasant proprietorship. 

As regards the basis of compensation ‘in Madras the basis 
is one-third the “ reduced rent ” or in other words one-third of 
the (converted) ryotwari assessment which is taken as the 
basic ‘annual’ sum. In the Bihar and the Assam Bills the basis 
is the net ‘annual income’, the various income groups being 
divided into a number of slabs according to the size of the 
income. In the U. P. Bill the basis of compensation is the “ net 
assets.” 

The minimum and maximum rates of compensation in 
Bihar are 12^ to 30 times the ‘ annual income ’ the multiple 
varying inversely with the size of the income as calassfied into 
12 slabs varying from Rs. 500 to over Rs. 1,00,000. In Kladras 
•the minimum and the maximu m rates vary from 3 to 20 times 
the net income according to the latter’s size. There are only six 
alabs in Madras extending from idcomes of less than Rs. lOOO to 
those over to Rs. 1,00,000. The Madras Bill is more liberal in 
compensation while the Bihar Bill has a more progressive scale 
of rates. The U. P. Bill provides compensation at eight times 
.the “ net assets.” Since this will not yield enough income to 
the smaller revenue payers the latter are to be paid a rahabilita- 
tion grant, ranging from 2 to 20 times the net assets. 

' It is inteiesting to study the financial implications of these 
measures and also the methods of payments to be adopted and 
the-parties who have to meet these liabilities. The Central 
Government of India has categorically refused to bear the 
financial burden involved. The provincial Governments have 
to stend on their own legs in this matter. 
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The total amount to be paid has been estimated at Rs. 150 
crores in Bihar. This was to be spread over 50 equal instalments. 
The GovernorGcncral thought this huge disbursement of 
money by the provincial government might lead to inflation 
and referred the bill back to the As*cmbly. The Governor- 
General in his message sought to limit the acquisition of Zamin- 
daris to the extent to which it was practicable for provincial 
Government to pay compensation in cash. 

The total UabiUty in Madras will be only Rs. 12 ctorcs on 
about 128 lakh acres of land. The measure it is estimated will 
add Rs. 56 lakhs annually to provincial revenues ; because it also 
aims at abolition of the Permanent Settlement. Payment will be 
made partly in cash and partly in government guaranteed bonds 
bearing interest. 

In both these provinces the compensation is to be met 
entirely by the provlucial government which will acquire the 
proprietary rights. The cultivators will only have occupancy 
rights of the ryotwari kind. 

The U. P. Bill pros'idcs that the compensation ultimatdy 
has to be paid in the main by the cultivators— preferably the 
present tenants who hive been osked to make voluntary 
contributions will be entiled to transferable rights in their 
holdings. In addition such tenants will be given 50% reduction 
in their existing rents to be paid as land revenue. It is claimed 
that this method “ will overcome financial and legal difficulties, 
provide finance for the speedy abolition of Zamindari, check 
infiation and utilise the peasant's savings for a productive 
purpose." 

The U. P. Bill further provides that rights In the village 
commons should vest in the village community on behalf of 
which the village Panchay« will act. The Panchayat has been 
given wide powers of management. Provision is also made for 
prevention of holdings becoming uneconomic or becoming too 
large again. No one will bfe able to acquire or hold more than 
30 acres of land. To prevent the’ rc'emergence of the tenans* 
landlord system the right of lettings has been restricted to dis- 
abled persons e.g"., minors, widows military personnel on duty 
and persons suffering from physical or mental disability. Thus 
the principle that land should belong to those who cultivate it 
‘is recognised as far as practicable. ^ 

13. Land Reform in Japan. A few words may also be 
said about the programme of land reform .which is being 
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mtrodiiced'in Japan by the S: C, A. P, which again aims at trans- 
ferring' landownership to farmers who actually - cultivate the 
soil. The Japanese farmer has been a victim of an obnoxious 
system of land tenure since long ; 70% of the cultivated area was 
taken- on rent by the peasants Rack renting was very common. 
The S. C. A P. has introduced a programme -according to which 
land is purchased by the Japanese Government and is resold to 
tenants. Preference has been given to farmers who were work- 
ing as tenants in November 1945.. The payment is to be made 
in instalments spread over a period of 24 years at 3*2% interest. 
For the convenience of the tenants it has been provided that 
the. annual payrnent should not be more than one-third of gross 
income. Concessions are given in case of fall in prices and of 
crop failures. Under this scheme 4‘5 million acres of cultivated 
land has been sold to farmers. In addition -about 2‘3 lakh acres 
of pasture land has also been sold. , , ... 

14- Lessons from Foreign Experience. It will be seen 
that the principle that large landed estates must be abolished 
and land rights conferred on the actual tiller of the soil has 
been widely accepted even in countries not favouring- com- 
miunism in its extreme form. On the other hand' the main, trend 
has been in favour of compensating expropriated land- 
owners.. The basis of compensation and the form in which it 
is to be paid has, however, varied. Mostly compensation has 
been related to the net assets or net annual income or rent of 
the land. The multiples suggested have varied inversely with 
the aihount of the net income of the owner. Payment has 
been riiade partly in cash and partly in bonds carrying reason- 
able rates of interest and redeemable over a fairly long period of 
time. The ultimate payment is made mostly by the beneficiaries, 
-the state only bearing the financial burden during the period of 
transition. . , 

15. Suggestions for Pakistan. In the light of the 
experience of other countries we are now in a position to' deyis^ 
some, practical method of compensating the landlords in 
'Pakistan. ■ The compensation : ' • ■ 

■' (a) Must be fairly high, especially for comparatively small 

owners, to enable the landlords to maintain their, habitual 
Standard of living -during the period of their adjustment to new 
Conditions; 

(b) Should not be of a prohibitively high amount beyond 
:the paying.: capacity of .those who have ultirnately to bear the 
ifiriaricial burden 
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(c) Should be paid in such a way as not to lead to in- 
fiationary conditions. In con«cqucnce, the whole transaction 
should be spread over a number of years and the payment 
should preferably be in bind rather than in money. If in the 
form of money, it should come out of the current savings of 
the people : 

(d) Safeguards should be provided against the burden of 
this liability Increasing through changes In prices of the agri' 
cultural produce. 

In U.P. 8 times the net assets had been thought a 
reasonable compensation to the landlords. Under the batal 
system the rent paid varies from one-third to one-half of the 
gross produce. It would be reasonable, therefore, to fix the 
rental at half the gross produce of the soil. Actually, however, 
the tenants pay more than this, due to various unrecognised 
charges extracted from them by the landlord. Assuming, 
however, that fifty per cent of gross produce covers the costs 
of production of crops, including the wages of the 
cultivators, net assets maybe taken as half the gross produce of 
land. If the tenant, therefore, pays to the landlord four times 
the gross produce of the land he cultivates he should be deemed 
to have cleared his liabilities. The Muslim League Land Rer 
form Committee auegested the multiple of from 5 to 6 times the 
gross annual produce. An average of four times the gross 
produce, therefore, will not be unreasonable even from their 
point of view. For the convenience of the cultivator, however, 
it may be provided that instead of clearing his liability over a 
period of eight years by paying half the gross produce to the 
landlord every year, he should be allowed to clear it in a period 
of 16 years by paying one-quarter of his gross produce every 
year. Those, however, who wish to clear It in a shoter period 
‘maybe given concession in the form of a discount say at the 
rate of 4% for every year the period, of payment has been 
reduced. Not to take away the incentive for future improver 
ments in production the produce quota should be determined 
,in terms of the chief staple of the farms concerned on the basis 
of the average produce of five ‘years previous to the -year 
in which this settlement is made. After this share is fixed in 
kind, the actual ‘payment should be made either in kind or in 
money equivalent of the amount of the produce fixed at current 
prices at harvest times. For instance, suppose the payable quota 
of a certain tenant is fixed at 25 maunds of wheat a year 'and 
the harvest price of wheat in the locality is Rs.' 10 a maund. 
'ITKe^cuUivator may either pay in the form ^of 25 maunds of^ phb 
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good average quality wheat or in the form of its current value 
i.e.i Rs. 250. The landlord may demand, if he likes, payment in 
money value of the standard wheat though he cannot demand 
that he must be paid in wheat of a particular quality. This 
latter demand is likely to create practical difficulties on account 
of dirference of opinions about the standard of wheat offered. 

It is quite true that if these transactions are left to in' 
dividual peasants vis a vis individual landlords, there are 
likely to be many irritations and disputes about the prices and 
standard of quality of the produce. But if the transactions are 
made through co-operative societies of the peasantry, as we shall 
suggest in a later section, the occasions for disputes .can be con- 
siderably reduced. 

This method of compensation will be automatic, will 
avoid legal complications and inflationary consequences. More- 
over it will make manageable, transactions, which in terms of 
money would run into hundreds of crores. The state machinery, 
hoWeVer, will have to help initially in matters of fixing standard 
quotas of produce to be paid. The state may also have to in- 
cur some financial liabilities by way of giving rehabilitation 
grants to smaller landlords whose rents are not enough to ensure 
their usual standard of living. These grants, however, should 
be rriade aniy to really deserving cases on the basis of objectively 
determined principles. 

By this method the land will be transferred from the 
present owners to the actual cultivators of the land. But this 
transfer of ownership will only remove one barrier in the way of 
progressive agriculture. It will not create positive conditions 
for such agriculture. For this purpose a reorganisation of the 
whole system of production will be necessary. 

- Some people suggest that, instead of creating peasant pro' 
prietorships by this method, the Government may acquire the land 
and retain proprietary rights in its own hands. We must thus 
examine the merits of this suggestion i.e., nationalisation of land. 

16- Nationalisation of Land. One view is that this 
land (in fact all land) should be nationalised and thus private pro- 
perty in land should be altogether abolished. If this is done 
there are two alternatives to the state as owner of the land ; 0/ 
Settle on it tenants more or less on the same basis as undep 
private landlords. The tenants will pay half the gross produce 
to the state. Under this system the position of the tenant will 
be little better than what it is now and the main raison de etre ot 
^irminating private landlords will- be defeated. Probably the 
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state will be a little generous and more helpful and less oppres- 
sive. But substantially the position will not be different, es- 
pecially when the functions of the state will be carried out by 
petty ofScials. New avenues of corruption arc likely to be 
opened under such a system. 

The state on the other hand may not rent out the land to 
tenants. It may establish state farms or collective farms on 
which agricultural operations will be carried out by modern 
large-scale and mechanised methods, chc cultivators being 
reduced to the level of wage earners on such farms. Adoption 
of such a system on a large scale will create many difficulties. 
In fact it is doubtful if it is a practical proposition at the pre- 
sent stage of our economic development. Mcchanjzcd farming 
will require agricultural machinery on a scale which Is hardly 
available to Pakistan at present, even if the problem of, the 
means of purchasing such machinery is solved. Even that is ;a 
big financial problem. Moreover, even if such mechanical 
equipment is available there will be the problem of technically 
trained labour to operate such machines, to repair them and to 
look after them. Then there will be the problem of power. Out 
coal and oil resources are already limited. Over and above all, 
these mechanical methods are bound to economise labour and 
throw out of employment large masses of our agriculturists 
who are now engaged In cultivation. Mechanized large-scale 
agriculture thus cannot be adopted in Pakistan until the char- 
acter of our whole economy is changed through widc*spread 
industrial development. 

17. Creation of Peasant Proprietorships. There* are 
about 16 lakh owners of land in West Punjab of whom the num- 
ber of those who own 50 acres or more is only about 1 lakh /.e , 
about 6% of the total. Now if land Is nationalised you will have to 
disposess not one lakh but 16 lakhs of owners. This might 
create wide-spread political discontent in the province. In other, 
provinces perhaps the number of peasant propritors . is not so 
large but they are in fair numbers. If these fifteen lakh owners 
are to remain in possession of their plots there is no point in 
nationalising the land purchased from the larger owners. The 
best thing would be to distribute this land among the cultivato'rs 
thus helping them to make their unit of cultivation larger. Or 
the present tenants cultivating such lands, as suggested above,, 
may be given proprietary rights in them. And if there is land 
in excess of what a family can manage, it may be allotced^to new 
cultivators from among the refugees. By this method the 
refugee problem can be satisfactoriirsolved -* 
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18. Village Co'operatives. Merely acquiring of proprietary 
rights from the landlords and conferring them on the actual 
cultivators of the soil, as already noted, will not solve our agri- 
cultural problem. In fact this might perpetuate the system of 
backward and inefficient agricultural production. The average 
holding will still be quite small and in most cases spread out in 
small fragments. The first step would be to bring all the area 
belonging to one family in one place in a consolidated form. The 
next step would be to create co'operative villages or groups' of 
villages under one co-operative control, if they are too small in 
size. All the owners of the village will form themselves into a 
co-operative society for the purpose of better living and better 
agriculture. It will be entirely the show of the villagers them- 
selves* the officials only acting as guides in initial stages. The 
society will be controlled by an elected Managing Committee 
with a trained co-operator as a paid Secretary. It is understood 
that at the moment our people in the villages do not have 
enough co-operative spirit and technical knowledge to run co- 
operative villages successfully. It is the function of the Govern- 
ment to train co-operative officials and non-officials on a large 
scale and supply them to theSvillages. Inducements can be devised 
to encourage capable villagers to get Co-operative training in 
Government institutions. We are glad to note that the Pakistan 
Government is aiming at establishing two institutions for train- 
ing of Co-operators in Pakistan, one in the Eastern and the 
other in the Western Pakistan. The number of such institu- 
tions should be gradually increased until every district town 
should have a school for imparting short course of training 
in the fundamentals of the practical application to our villages 
of the principle of Co-operation. 

The ultimate aim of the Co-operative villages should be to 
organise the entire life of the village on Co-operative basis. At 
the final stage village Co operatives may attain their full-fledged 
character, where land is owned not by individuals but the Co- 
operative Village and reward of agricultural labour is the whole 
of the residual production after necessary expenses have been 
met and reserve fund provided and the contribution to the state 
made. But the Co-operative village need not emerge as a full- 
fledged entity in earlier stages. The Co-operative principle can 
be applied gradually from function to function in accordance 
with the necessities and limitations of the local conditions anc 
traditions. As long as the direction is correctly conceived anc 
pursued, there is no danger of ending in a blind alley. The stari 
can be made, by applying the Co-operative principle to the 
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consolidation of holdingsi supply of wateti purchase of seeds, 
implements and manure for the farm, supplying financial aid and 
marketing of produce. Gradually cultivation itself may be taken 
up collectively and land resources pooled for the application of 
mcchanclal methods. Side by side the co-operative principle 
should be applied to subsidiary and cottage industriesandgeneral 
improvement of the village by giving medical aid, educationi 
amusement etc. The village in this way, can become a self*regula- 
ted and self operative unit. This will considerably lighten the 
burden of the district, provincial and central administrations. In 
fact the village co-operative can be utilized for carrying out 
national purposes and policies as framed by higher units of admi- 
nistration. This will ^ true economic and prohtlcal democracy. 
This dream can become a reality provided the overzealous do 
not aim at short cuts and quick results. The programme should 
be clearly visualised, but it should be implemented through 
well-thought out and predetermined stages, allowance being 
made for the exigencies of the actual facts of the situation in 
each locality. 



CHAPTER VII 

MARKETING OF AGRICULTURAL PRODUCE * 


1. Introduction . In a self-sufficient village economy, as it 
prevailed in the areas now Pakistan a hundred years agoi 
. the problem of marketing was not so important as it is today. 
, Then, all that was produced was consumed within the village or 
in the immediate neighbourhood. Now the produce of the 
■ village finds consumers in distant places, not only within the 
Country itself, but also in the outside world. With the sale 
proceeds of the 'surplus produce of the village — of foodgrains 
.cotton, jute sugarcane, oil seeds, etc. — are purchased goods 
produced in distant parts of the country and the world. Even 
now, however, most of the food requirements of the- village are 
met from within. The surplus available, however, is greater in 
the case of non-food or commercial crops like cotton and jute, 
These are converted into money, if not for other purposes at 
least to make land revenue payment to the Government. 

The _^ cjQn omlc-Posltioji of the peasant thu s doe s not nierely 
depend upon the total, amount of production tFat Ke can secute 
Tfomlirs land, but also on the money value of the surplus that 
'he has to sell in the market. He has little control over .the prices 
which prevail, because they are determined by the broad factors 
of supply and demand operating in the country and in many cases 
in the word at large. His costs of production also may be regarded 
as more or less fixed. Even then his sale proceeds can be in creased 
by better handling of the produce an d reducing to the m inImusC 

the po rtion g oing to t Ke"v^ious~intermediari^b.et.w.een^him^and- 

theTiltimafe cpnsumeFqD hTs~produ^ can be done by 

"Havinghim from the consequehceToTtKe various handicaps from 
which the farmer suffers either because of the inherent character 
of agriculture as a profession or from the peculiar circumstances 
under which he works in Pakistan. Agriculturists in all countries 
are handicapped in certain respects. The seasonal and scattered 
character of their operations, the great role that nature plays in 
making it a success, the inelasticity of demand for agricultuial 
products, raise many difficulties of organization and make adjust- 
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mcnts between supply and demand uncertain. In addition to 
these, our peasant is handicapped by his illiteracy, ignorance, 
conservatism, small unit ^ npneial 

aid defective means of a host 

‘'TJTothcr individual and ^ ter we 

shall study the nature of some of the important handicaps from 
which our agriculturist suffers as a seller of his produce and then 
take note of the varioua remedies either suggested from time to 
time or actually adopted in prepartition days to improve his 
position. To quote the agricultural Comimssion, “ unal-he_(the. 
peasant) realises thatas a sell er of prduccj hc^must study^the 
art of_8alc, elthcr^as an individual or througFT combination with 
oth^ 4 iroiipccrs,jt.isJne^itab!e that he sh ould come offltecond 
b est In his cont e st wi t h _ the^liighly specialized Xnowledge, nnd 
Ihe vastly superior resouFces of those who purchase his pro* 
duce **i— •— — — — , _ - — - 

*'^****^2 EsscntiAlfi of good Marketing In order that the 
produce may be sold to the best advantage of the producer, 
several conditions must be present In the first place, the quality 
of the produce should be good ^gcicultural^commodtties 
qnnot be p ro duced in a^tandatdized form as manufacturers can 
Bi ¥uc quality catTBe^nsured to some extent by using the 
best avSllable'secd }'~by adoptiog"'gffic!c nt *'a nd clean methods Df 
cultiming anH harvesting _!C_^by„gtading and "standardizing the 
productlind by storing it, in good storagc^places^to prevent 
deterioratlonT This' is the first, essential of good marketing - If 
joed'and Bad quHlities^of the produce ore mixed, as has been the 
'caselnTPakistan" tKc reputation of the whole produ^suffers and 
price'^bcained Is'Of the standard^f the worse TacHccthaiLPilthe 
better quality. ” 



p^sant^should...havc 
_guirementj~of^Iand 
■ Idue. ffom-himr^or 

arrangements should exist for him to get money_on credit-at 
reasohabirrates of interest.^ If the getting of credit throws him 
info'the^clutches’^f a rapacious money-lender which it too often 
did in prcpartion days,-^thc remedy may be worse than the 
disease. 


1 Royal Agricultural Commisjlon, Report, p. 382 
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JTh e third es sen tial of g ood marketing is the existence of good 
jiieans^of- commuhicatiohs ran3'„transl^^-i!%e"~ei^TiWoT*H^^^^ 
shpuld-beJn,touch with the movoments oF^iceTinThe" markets 
to enable h i m to take a dvantage ._Qfll£ayx)uiahIe-DrTcesr' The_ 
villager sliould have~convenient acce.s to the market. The roads ^ 
shbul'd be Well planned and well kept or there may be waterways Z 
facilities. If the transport facilities are absent, the peasant .wojdd 
prefer selling to itinerant purchasers or village banias as,he^di3— 
before partition — instead of carting his'produce to the market 
/for better returns. " - 

Jnn allv, there shou]d ,i3g-w.ell-CQnduct€-d-markets-jat .conve' . 
jilent distances Irom -the-^producing-^villag es. It is necessary that 
^l]^_s^jm2dcet^jhj3uldJ3e properly_jegulated,Tnd„be.under4mpartiaL^ 

supervision and, control.. i£ the market practices are ^arbitrary, 

the cultivator will lose confidence in them and wouldi.prefer to _ 
§ell his produce in his own village on comparatively I, unfavour' 
able termsh Proper access to markets also implies the labsence^pf _ 
transit charges like octroi, terminal taxes, etc,, which serve as"^ 
discouragements to the cultivator -seller. Marketing in Pakistan-- 
lacks almost all these essentials Jn varying degrees. 

3. Produce Sold in Villages : It is difficult to say what 
proportion offthe total produce, on the average, is sold Ijy the 
Indian cultivator and what is kept for his household requirements 
Obviously, the proportion will differ in different localities and 
with different agriculturists according to their economic 
strength and the nature of the commodity concerned. 
The “ surplus ” sold will be greater in the case of 
commercial crops than the food crops. The more prosperous 
cultivators may sell a larger proportion of their total produce in 
the end, though they may sell a small proportion of their total 
surplus at harvest time on account of their greater power to wait. 

In Bengal it has been estimated that normally 54 per cent of the 
total rice crop is retained by the producer and 46 per cent is sold.^ 
The average cultivator, one may say, produces mostly for his 
family needs and sells only what is necessary to meet his monetary 
obligations to the Government and the money'lender and for 


1. “ It has, we think, been established that when the cultivator is in a 
position to dispose of his produce in a market, however limited its scope and 
badly organised its character, he obtains a much better price for it, when the 
cost of transport is taken into account, than when he disposes it of in his own 
village.” Agricultural Commission Report, p. 388. 

2. Marketing of Rice in India and Burma, p. 492. 
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sundry household Expenses. ^ ’'jab 

district like Lyallpur, 23 9 per ... 

There is, however, more deEnice information as to the pro- 
portion of the produce sold in the village and that taken to the 
market by the cultivator. One Invcstagor* estimated that 
in pre-partition Punjab 60 per cent of wheat, 35 per cent of 
cotton and 70 per cent of oil-seeds were sold in the villages 
or village markets ^ In Bengalbefore partition 58 per cent ofoil- 
seeds and 90 per cent of jute was sold in the villages. **The 
proportion of produce sold in the markets diminishes as 
cultivators arc debt-ridden or carry on subsistence farming in 
tmy holdings. In Attock district of the Punjab 98 '6 per cent of 
the cultivators dispose of their surplus wheat to local banias who 
happen to be their sahnkars also The proportion of produce 
sold in the outside markets also diminishes where the means of 
communication and transport arc not adequately developed. 

The produce sold in the village (apart from the portion that 
IS directly sold to non-agnculurlst consumers living in the same 
Village) was sold to various kinds of middlemen before parti- 
tion through whom it ultimately reached the larger markets and 
distant consuming centres These middlemen appeared in the 
form of the village bania (who was usually the village shop keeper 
and also the monc>-Icnder to the peasant) or various itinerant 
“ beopans ” cither purchasing on their own account or as agents 
of some arhuya in the secondary town market. But where the 
money-lender had his grip over the peasant, the latter was not 
a free agent to dispose of his produce as he liked. The debtor 
usually had to sell it to his creditor on the latter’s terms. In any 
case, when the produce was sold In the village, as the Agri- 
cultural Commission pointed out, the cultivator obtained much 
less favourable terms than he did if he carted it to the market, 

Jmj;? be^J? 3 jjt ^ 

take It to the marker be requires means of carting and good 
roads* 

4 Transportation to Markets . One of the tea sons^ wkv- 

.nnl v-a small prQpQ c£iQn-of.the.prndiin». tn k£ii-£v!Ime.cukutatQc . *. 

to the market is the bad-condmon of roads.. This also accounts 


1 Mukeiiee Economic ProMems of Modern India, Vol I. p 299 

2 ,t . * w (A ID j , M u. .. T j - ~ 95 

3 

4 
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provin- 
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for the variety of itinerant grain dealers and fcarrie^ that existec 
in’those days. “ Communications from the nelTTo the villagt 
and from village to the mandi are often extremely poor anc 
defective. Bad roads, lanes and tracks connecting villages witt 
the markets not only add to the cost of transportation and 
aggravate the strain on bullocks and other pack animals,' but alsc 
lead to the multiplication of small dealers and intermediaries 
They also restrict markets by hindering cheap and rapid movej 
nient ,pf agricultural p_r oduGe.*!iJ^he dIfiiculties~weTe" greater m 
hill distfictTwHere^the cultivator was often at the mercy of the 


hill distfictTwHere^the cultivator was often at the mercy of the 
grain dealer who alone could command enough animal power to 
undertake the transport of produc e , — = — — — ■ 

— - 'Ai^eiard^nneanT o^ ce , the produce is carried to 

the market in bullock or camel carts, on pack animals, .such as 
camels, ponies, buffaloes and donkeys or in head loads. Different 
methods are used according to the circumstances of different 
localities. River transport has declined in the Punjab, but is 
still of considerable importance in Eastern Bengal In West 
Pakistan the cart and pack animals are predominantly used. 
Motor transport has also become important in some localities. 

5. Sale in the Market Markets may be organized or 
unorganised. The unorganized markets are more or less of a 
primitive character. There are no set customs or rules of pro' 
cedure as regards sales and settlement of accounts. There are no 
permanent functionaries. They are small raandis in which 
though the arhtiya may be found but he is hardly a wholesale 
dealer. He is rather the primary distributor who simply ’ passes 
on the produce to the bigger arhtiya in the larger mandi. He is 
often financed by the latter. 

Organized markets had already developed before partition, 
in localities where staple products like wheat, cotton, - sugarcane 
and jute were largely grown. In such places specialization in 
crops had taken place and choice of crops was governed less by 
custom and household needs and more by the prevailing prices 
in the distant markets. This was especially the case in areas 
^v^^^^ranspoiL.andjrrig&tionTaal’iHeTilad'bfolcenrul^he-^!^ 
’sufficiency 'of the v illage.' ~ Tn'‘l:hese_biggef“rfiandis *~idre-^irolesale 
arhtiya had made his appearance and facilitated grain transactions. 
He often supplied capital to the village bania or beopafi on the 
stipulation that the produce of the neighbourhood would reach 
him regularly at harvest time. He also acted as a commis.siop 


1.' Mukerjee, Economic Problems of Modern India, .Vol, I, p. 295. 
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agent pi shroffs and hig exporting firms in the cities^ thus' 
forming an indispensable link in the chain of middlemen between 
the cultivator and the shipper buyer. 

The wholesale arhUya in the market was also known as the 
palika arhUya, He should be distinguished from the kachha arJitiya. 
The kachha arhttya acted as a commission agent for all sellers in 
the country'side including cultivators, village banias and beoparis 
and other itinerant carriers. The small mandkdealers also often 
disposed of their produce through him. The Pakka arhe/ya never 
dealt directly with the cultivatof'Seller. In addition to the 
arht/yas there were other intermediaries called the *‘dalals” 
(brokers). Dalals were found in all the markers. Sometimes 
one set acted for the sellers and the other for the buyers In the 
majority of the markets, however, brokers operated in the 
interests of buyers only. It was not necessary to employ a broker 
but buyers generally did sa to save themselves, time and bother; 
His real business was to put buyer and seller in touch. 

The transactions In the market took place in the following 
manner : The beopari or the seller entrusted his goods to 
an arhUya or * dalal * dealing on behalf of a purchaser. Both the 
arhtlyas put their hands under a piece of cloth, towel, or 
handkerchef and started catching one another’s hngers under the 
same. The bargaining was usually in terms of onnas, as there 
Was generally no dispute about the rupee part of the price. The 
negotiations went on in this secret manner till they were called 
off owing to failure in arriving at an agreement, or a price was 
settled, and then the seller was informed of the price agreed 
upon. This was the usual practise. In some cases the produce 
was sold by open auction. In a very few mandis there were also 
co-operative shops which took the place of the kachha arhtiya. 
These were tried in the Lyallpur mandi, but did not prove a 
success due to various reasons to be noted later. 

As soon as the deal had been effected, the kachha arhtiya 
paid cash to the seller, though usually he did not get the 
purchase price from the buyer (pakka arhtlyas) at once. Through 
the arhtiya the produce was passed on to the retailers for home 
consumption, to the mills for manufacturing purposes and to the 
expoers for external trode.^ 

6. Defects of* the Prepartition System : The main 
defects of the system of marketing (especially as it prevailed 


(1) Hussain; Marketing of Agricultural Produce in Northern India. 

P. 10?, 
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bcf ores partition in India) are: (a) Indifferent' quality of the 
produce sold, (h) Inadequate facilities of transport and com- 
munication. (c) Multiplicity of intermediaries, (d) Lack of 
storage and warehousing facilities, fe) Fraudulent practices in 
the markets. We propose now to discuss each of these defects 
and also to take note of the various steps that have been taken 
by the Government to remedy each or some of them. 

7, Indifferent Quality of the Produce : Our produce 
does not enjoy good reputation in the foreign markets, though 
things have improved in recent years. The low quality of the 
produce is due to a number of causes : (/) Indifferently selected 
seed. (cO Natural calamities affecting the crops while growing, 
like too much or too little rains, pests and diseases, etc, (//V) 
Primitive methods of harvesting, which lead to mixing of 
dirt and stones with the grains- (/v) Lack of proper storage 
facilities in the village, which result in deterioration through 
exposure to rain, dirt and rats, (v) Deliberate deterioration 
at the various stages of marketing by damping, mixing, etc. (vi) 
Lack of standardization and grading of produce which does 
not distinguish between good, bad and indifferent qualities. 


The -agricultural departments have done useful work in 
introducing improved varieties of seed, though a very large fiejd 
has yet to be covered in this connection. The percentage of the 
total area under the various crops which is sown with 
improved seed varies from crop to crop. Taking all the crops 
together in the Indian sub continent it is still about 5 per 
cent of the total area sown. Some work also has been done 
to tackle the problem of pests and diseases. The methods of 
harvesting, however, remain as defective as ever and unless 
mechanization is introduced (which is impracticable under the 
present conditions) they will remain the same. Storage facilities 
can be introduced either by individual or co-operative effort, 
but little has been done so far. The trouble is . that the 
cultivator cannot keep the produce on his hand for a long time, 
due tb his financial weakness and hence troubling about 
constructing elaborate means of storage does not seem worth- 
while to him. Conscious deterioration’ of quality is ' partly due 
to pure dishonesty, but partly because the standard of quality 
for exports is fixed low and better quality produce does not 
command proportionately better prices. The seller, .therefore, 
reduces better quality products to the given standard. In the 
case of cotton, the Government of Pakistan has taken definite 
steps to prevent deterioration of quality in certain cotton- 
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growing areas. In 1923, th e Cotton Transport Act: w as passed in 
India which enabled any local Government to notify definite 
areas of cotton for protection and to prevent the impo rtation of 
cotton from outside the area except under licence The object 
“^vas t o^^revent.m tedQEinutSi de Cottorr~to'pet mixed with the 
superior variety of the area protected, ihe Act produced 
good results. To discourage adulteration, another Act was 
passed m 1925. This was yhi> Cotrnn— fiipning and Pressin g 
A * f . . and p ressed 

mBerTsoJhat 

J 2 gislatidh oV 

imodities in 

each case — should go a long way to prevent deterioration of 
other agricultural products. Measures against adulteration of 
food do exist in various local areas, but they have not proved 
very effective j moreover, they only aim at protecting the 
home consumer. 


As regards grading and standardisation, definite work is 
being done since the passing of the ‘.Agricultur al Pr oduce 
.(Grading and lyfarLioo l-A^*- ** Under this AcTTlfcewes 

are issued to reliable merchants authorising them to grade 
agricultural produce under the close supervision of the marketing 
staff appointed by the Government. Such p roduce js then 
placed m the market under the label and'scaror‘''XG^5t/^X!*r~ 
At first grapes, brahgesT'^bac'co, e^^THHcs'^and'skins wereT 
graded in this way. Later on other commodities like ghee, flour 
rice, apples and lac u ere added to the hst and more can be added 
as need arises. During 1942 m India more than Rs. 241 lakhs 
worth of produce was sold under the “AGMARK *’ as ^ 
compared with Rs 146 lakhs in 1941. Present statistics about 


8. Transport Facilities and Marketing Intelligence : 

“ In spite of the developments of the last half century, ’* wrote 
the Royal Agrirultural Commission, “ India must still be 
regarded as a backward country in respect both of railways and 
roads” This is more true today of Pakistan than of India of 
those days, as we shall see Moreover, freight rates in Pakista n . 
as in India are high, which~dennicely discourage their use tor. J 
Tran^pnrjgfinn nt _Agri cuItural proliUL'e, Whicti usually'hasls mall J 
vp1iie_wl th g_ lgfpft hulk . A more sympatneclc freight policy, f 
cold storage facilities, "introduction of standard containers for | 
small parcels and packages, can considerably enhance their j 
utility. P 
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As regards ro^ids unmctallcd roads snd village tracks 
arc full of dust in the summer and arc transformed into pools 
of muddy wat^ r and swamps in the rainy seasc'n. No wonder 
the villager prefers selling his produce in the village. Lack of 
development of roads have been naostly due to lack of funds. 
A change of policy is necessary. So far roads have been 
developed out of revenues only- Loans should be raised by the 
Provincial Governments for this purpose. A proper co-ordina- 
tion of road and railway services is necessory to avoid wasteful 
competition. As regards waterways, where they can be revived 
or improied, it should be done provided they will result in 
appreciably reducing cost of transport, or where no alternative 
means of transport arc available. 

As regar^FluapKetTihg intelligence', hdaily market prices of 
warious commodities are broadcast fronr the various Pakistan 
Radio stations for the information of the people, but the 
average viUaecr still depends upon hearsay for his information 
in this connection. Advance in this connection can be made 
only with the advancement of general education and better 
development of the means of communication. 

9. Multiplicity of Intermediaries. Under the marketing 
svstem as it prevailed before partition there v-as a large number 
of intermediareis between the producer and the consumer. 

The middcimen the cultivator and the consumer were : 

X 3 O 't' 3 

Eeopari— Kachha Arhtiya — Dalai — Fakka Arhtiya — Wholesaler — 

6 

Retailer 

Certain people regarded some of these middlemen as 
superduous. it was^ suggested for instance, that the dalal 
was unnecessary. If the cultumtor took his produce to the 
market himself the ^ bcopari could also be eliminated. The 
kachha arhtiya could be displaced by the exv-operative shop. 
The pakka arhatya and the wholesaler^ were frequently one 
person. ,By matketing„yiTTOUgh,Jthe^:irf^e ^coropera tive ^le 
soc^e?^esl£neJconsuJmer^^J^_uId_bci,.-aporo^hid^Rir^^5~^^ 
Agricultural commissid'h. However advised caution in such 
reforms “ Public opinion they wrote, “ is invariably watchful 
and is often suspicious of the nvlddlcman ... It is clear, 
however, that the public opinion is not fully in- 
formed on the costs and risks incidental to the business 
of distribution in modern conditions. We deprecate e§-sy 
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J that every ill from which the cultivator 
bic to the existence of hordes of rapacious and 
\AA^ Such starements disturb confidence, 

np attention from faults in the system of marketing 
” of hcine remedied or removed/'^ According 
' • bad communications and chaotic conditions 
a superduity of middlemen ..and the 
means of removing unnecessary middlemen arc 
" good roads and the establishment of a sufficient 
••regulated markets easy of access to the cuh 

o another authority, In thepresent unorganised 
and marketing the Itinerant beopari is a 
should not be condemned o£F hand, /use like 
unless and untill new and better marketing 
to the door of every peasant.”^ What arc 
•i better marketing methods ? Co-operative 
most hopeful and useful of all. The problem 
Marketing we shall consider presently, 
ge and Warehousing Facilities: Due to the 
reserves the cultivator sells his produce within 
' harvesting it. The only produce that he stores 
time is what he keeps for his family consumption 
therefore, does not think worth his while 
• Jfure on expensive storage structures. He 
ly in huge earthen containers, in pots and sacks 
in khattls or pits where water level is high. 

exposes the produce to white ants, rats 
n larger markets, agricultural produce is stored 
‘ Such produce may be sold several times 
'y taken out. Against it (in larger mandis) 
advances were offered by shroffs and joint 
facilities no longer exist. But even in large 
stored for longer than about eight months, 
longer periods, the means of storage should be 
'f and the kothns. In that case the practice 
from the banks against the security of stored 
w widely prevalent as the banking faciliticj 
■f'* , therefore, to have properly construct- 

T** more Important mandis and railway stations 


306 . 
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For such constructions Government 'assistance and initiative 
are necessary. In the villages, godowns may be construfcted by 
co-operative societies to give facilities for storage! to the 
members and enable them to keep their produce safe, until the 
favourable time for selling. The co-operative society can 
combine the function of marketing finance with the provision 
of storage facilities. 

11. Fraudulent Practices in the Markets : A common 
defect of the system of marketing as it prevailed before partition 
was the existence of a number of practices, even in well-o -ganized 
markets* which defrauded the cultivator-seller of a part of his 
sale price. Chief of such practices were : (/) the arhriya and 
the dalal acting for both buyer and seller (I’O settlement of 
price under cover, (Hi) false weighments, and (iv) a variety of 
charges. 

(0 Some agents acted for buyers and sellers both and were called 
kachha pakka arhtiyas. ^ In some cases the same person acted as 
a dalaP for both parties, getting commission from both sides. 
Under such conditions, the interests of the cultivator were 
bound to suffer. The mandi agent naturally acted ^n the 
interest of the buyer, who belonged to his own class arid with 
whom he had constant dealings rather than in rhejinterest 
of the cultivator who visited the mandi only once or twice 
a year. [ 

(//) Settlement of price under cover. — We have seen how the 
arhtiyas representing respectively the buyer and the seller negoti- 
ated the price. The cultivator was kept in the dark until after 
the settlement of the price. Naturally, this did not inspire’ con- 
fidence in the peasant, especially when both the arhtiyas belonged 
to the mandi and usually to the same community arid class. 
Moreover, this method was open to abuses. Such practices 
should not be allowed to reappear. ' f 

, (Hi) False weighments. — There was a large variety of i weights 
and measures prevalent in the country. In the same market 
sometimes two sets of weights were used, one for buying and 
another for selling. In 1913-14, a Weight arid Measures 
Committee recommended standardization. The Agricultural 
Commission, while recognizing the difficulties of reform, due 
to diversity of local customs, recommended that an All-India 
inquiry should be made again and general principles laid down 
for the provincial governments to adhere to, to reform this 


1. Hussain, op, cit., p. 104. 

2. Ibid , p. 280. 
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evil. It was widely realised that introduction of standard 
measures was a’ reform which was urgently wanted and- the 
provincial governments were recommended to take this matter 
in hand. “ District Boardsi local boards, village Panchayats, and 
municipalities may be required by legislation to provide 
standard weights as well as weighing facilities.”^ The various 
Marketing Acts establishing regulated markets (Berar, Bombay, 
Punjab, etc.) provided for the keeping and using only of 
standard weights and measures in such markets as we shall see 
presently. In 1928, the Central Provinces Governments passed 
Weights and Measures of Capacities Act to secure standardisation 
of weights and measures by notifying areas for the purposes of 
the Act. A similar Act came into force in the Bombay 
Presidency in 1935. A Standard of Weighs Bill was passed by 
the Central Legislature in 1939. This enabled the provinces to 
introduce uniform weights and measures prescribed by the 
Act. Such measures are even now needed in Pakistan. 
These will certainly lead to more extensive and smoother 
marketing of the produce from which both the producer and 
the consumer are bound to derive benefit. In the large markets 
weigh'bridges should be established over which first the loaded 
and then unloaded cart of the cultivator may be passed, thus 
checking the weighroent done by the market weighmenc. This 
will act as a check on the malpractices of the weighmen and will 
be a source of satisfaction to the cultivator'seller. 

(iv) Market Charges — One of the greatest scandals of the 
marketing in pre'division India was the multiplicity of charges 
levied on the seller of the produce. The total amount of such 
charges levied on wheat is compared below provinccwise 
AVERAGE MtRCHANDISING CHARGES ONS WHEAT IN 
WHOLESALE ASSEMBLING MARKETS 
(Per 100 Rupees) 


Province 

Total paid 

Total charge 

Punjab : 

Br buyer 
Rs. a. p. 

By seller 
Rs. a. p. 

Rs. a. p. 

2 14 7 

Canal colony 

0 13 10 

2 0 9 

Non-colony 

1 10 8 

1 7 2 

3 1 10 

United Province : 

Western 

1 6 2 

1 7 4 

2 15 6 

Central and Eastern : 

1 2 8 

3 4 8 

4 7 4 

Central Provinces ... 

0 5 8 

3 12 2 

4 1 10 

Bihar and Orija : 

18 9 

1 15 9 

3 8 6 

Bombay : ... 

... 2 *7 I 

1 II 11 

4 3 0 

Sind , ... . 

... 116 

3 1 0 

4 2 '6 

Average for India : 

15 3 

2 5 7 

3 10 10 


1. Mukerjee, op. eit., p. 304. 

2, Baaed on Appendix XXX, P. 405, of the Report on the Marketing of 

Wheat in India. • ' ‘ " * 
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Note the high amount of the charge and the fact that in 
almost every case the seller paid more than the buyer. The ■ 
charge on the seller according to the above figures was especially 
high' in the Central Provinces, the United Provinces— Eastern 
and Central markets — Sind and the Punjab Colony markets. 

These charges were the sum total of a large number of 
items which are detailed in the following table. The figures refer 
to the Lyallpur Mandi in the Punjab. To show how much 
saving could have been effected by selling through the co' 
operative shop, figures are also given relating to charges made by 
such a^shop''^ in the same mandi. 

SELLERS EXPENSES IN THE LYALLPUR MANDI 
ePer Rs. ICO of sale; 

Items Local shops Co-operative 

Commission 
Shop, Ltd* 


Rs. a. p. Rs. a. p. 

1— Commission ... ... 0 12 6 0 8 6 

2 — Palledari (porterage) ... ... 0 3 9 , 0 3 9 

3— Total (weighment) ... ... 0 3 9 0 3 9 

4— Chungl paid to buyer’s servant) ... 0 I 3 0 13 

5— -Brokerage (to buyer’s dalal) ... 0 1 3 0 13 

6 — Shaglrdi (to arhatis’ apprentice) ... 0 1 3 Nil 

7— Dharmao (Charity) ... ... 0 1 3 Nil 

8 — Gaoshala (Charity) ... ... 0 0 3 0 0 (3^ 

9— Changar (sundry payments in kind 0 12 3 0 3 6 

Total ... 2 5 6 1 6 3 


By selling through the commission shop the seller could 
have saved Re. 0T5'3 per cent. Some of these charges were 
made for services done, while others were unreasonable imposi' 
'tions 'for instance Nos. 4, 5, 6, 8 and many of the charges in 
No.. 9., Why should the seller pay to the buyers’ servanti his 
apprentice, his dalal and his charitable activities? The 
commission charged was also 50 per cent higher than th.^t of 
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the cci'operative shop.^ It was ‘ thought * necessary that 
superfluous charges be made illegal and other charges should be 
made uniform. Attempts were made to achieve this object in 
the regulated markets as we shall see. 

Mention may here also be made of another set of charges 
made from the seller, not in the market, but before he entered 
the market town. These are octroi duties, terminal taxes and 
tolls. According to the Wheat Report, these amounted some- 
time to 4 or 5 per cent of the value of the produce and were 
generally paid by^the cultivator. “ In theory of course, ” says 
the report, “ the octroi duty should be payable by the consumers 
in the town in the form of enhanced prices, but owing to the 
fact that they are in the first instance paid by the cultivator- 
seller, who has no alternative but to let the cnarges 
come altogether out of his pockec. Considering the fact 
that the amount of octroi collected m the course of the 
year by municipalities amounts to over Rs. I’S crores, the fairness 
of the incidence of this tax Is a matter for serious ' investi' 
gation.”® 

The Wheat Report in fact contended that even the charges 
levied on the buyer in the dtsc instance were shifted on to the 
seller by forces of compecicion, through reduction in price paid 
to him. “ All octroi duties, terminal taxes, tolls, market charges 
and charities paid on the wheat between the cultivator and the 
consumer, are inevitably forced back (the upper limit of price 
being fixed already by competition) on to the cultivator, who is 
willy nilly compelled to pay for the upkeep of municipal roads 
and other amenities of the town through octroi and similar 
duties. He also pays by way of chanties, In many cases for 
educating the urban children and for maintaining other charitable 
institutions from which he himself derives no direct benefit.”^ 


1. The commission shops, however, did not prove such a success as one 
might expect. Their development was hampered h-j many difficulties *' Thus 
Wrote one observer: “They make little appeal to the small peasants, the 
maiority of whom do not sell In the markets. The members are lukewarm 
in their support, and do nor always use the co*operative agency foe the sale 
of their goods. There are raanage-nent troubles too ; it is very hard to get 
rehable and experienced seaffi In the existing grades of salaries Again, many 
growers and beopacls are either indebted to. or have accepted advances from, 
the athciyas :and quite often there ace old-«atablished relations between them 
So the sellers from the country'Slde, as also the agents of the merchants in 
the “ mandis, ” cake their produce to the “athciyas ’ rather than the co- 
operative institutions These factors combine against the commission shops 
doing greater business. Nevertheless their financial position seems to be 
sound, and sales are increasing steadily.” Hussain, op clt, p. 129. 

2. Report on the Marketing pf Wheat in India, p. 175. 

h 288 ^ 9 . 
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12. Regulated Markets : — Mainly two great reforms 
were usually suggested to save the cultivator from the oppressions 
of the prevailing system. One was the establishment, all over 
the country, of regulated markets on the Berar and Bombay 
model, and the other was the marketing of produce through the 
cultivator’s own co-operative societies formed for this purpose. 
We shall now consider these two proposals, which were to some 
extent put into practice in pre-partition India. 

The first provision, for the establishment of regulated 
markets, was made by the Berar Cotton and Grain Market Law 
of 1897. It vested the management of such markets in an 
elected committee representing the people living in the area 
served by the various markets and of the local authorities. 
Arhtiyas were to be registed and the weighmen and dalals to be 
licensed ; unlawful deductions were prohibited and only standard 
weighs were to be used. Penalites were fixed for breach of law. 
The Agricultural Commission recommended establishment of 
similar rharkets for other areas and other commodities. Bombay 
modelled its Cotton Markets Act of 1927 on the Berar Law with 
some improvements. This latter was replaced following the. 
enactment in 1930 of more comprehensive laws — the Bombay 
Agricultural Produce Markets Act. Similar laws were passed in 
Hyderabad State (1930), Madras (1933), Central Provinces (1935), 
Mysore (1939), N. W. F.P. (1939), and Punjab (1939). In essentials 
all these laws resembled each other. A few words my be said 
about the Punjab Agriculture Produce Markets Act. 

The main features of this Act which is still on our Statute 
Book are as follows : — 

(a) A Market Committee will be set up in each market area, 
to ensure honest dealings between buyers and sellers and to 
generally administer the market. The Comroitee will represent 
the various interests — the growers, commision agents, traders, 
etc. Members will “ be selected by the Government from among 
the prescribed panel of names submitted by the non-official 
members of the district board of the district in which the market 
area is situated and by the traders in the market.” 

(b) The Market Committee will standardize the various 
market practices and charges ; would keep standard weights, will 
see that the same broker does not represent both buyer and 
seller ; and perform similar other functions ensuring fair play in 
dealirigs. In cases of dispute, the Committee will provide arbi- 
tration facilities. 

(c) The Act provides for the licensing of brokers and weigh- 
jmjan and prescribes penalties for breach of law. 
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13. Co-operative Marketing j In theory, a multitude of 
advantage are claimed for co-operative marketing : Improved 
marketability of goods ; possibilities of devloping markets (by 
means of advertising ) ; stabilizing of production, controlling the 
flow of the supplies, increased bargaining power of the growers, 
reduced costs and more efficient service, ablity to finance the 
marketing and producing operation of the membem and so on. 



Co-operative marketings has met with great success in 
Europe and America. In pre-division India, beginnings had 
already been made in several provinces. In Bombay, sale 
societies for cotton were doing well. Co-operative cotton sale 
societies had also been started in the Central Provinces, Madras 
and the Punjab. The principle of co-operative sale had been 
extended to gur, tobacco, chillies, paddy, areca nut, and potatoes. 
Experiments made in Bengal in the sale of jute and paddy had 
not met with success. Sale societies In Madras too had not 
made much progress. The movement, however, had struck root 
In Bombay where cotton growers had reaped considerable 
benefits. In United Provinces, societies for the sale of sugarcane 
were making rapid progress, so were the ghee sale societies. 
Potatoes, cereal and fruit were also being tackled in the same 
way with success. In Bihar, canc growers’ societies were being 
formed. In other provinces the movement had not made 
notable success. The causes of the lack of progress are many: 
“ It is only the complexity of the working of co-operative sale 
societies, the dsfficulcy of providing for marketing finance, the 
lack of expert knowledge on the part of co-operative officials and 
the lack of godown and storage facilities that have prevented the 
the rapid multiplication of sale sociecs and their efficient 


14. The Marketing Organization : As early as 1928 the 
Agricultural Commission recommended the appointment of 
expert marketing officers and carrying out of marketing surveys 
of the various commodities. The British Indian Government, 
however, delayed the matter due to financial stringency until in 
April 1934, when Mr. A. M. Livingstone was appointed 
Agricultural Marketing Adviser to the Imperial Council of 
Agricultural Research. The provincial Economic Conference 
of April 1934 also agreed on the develop ment of marketing 
facilities and recommended action on the following lines : (/) 
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’■^t<^paganda^’an^“Hii^ly of information in external markers 
regarding Indian produce ; («) The grading, storing and bulking 
of the main staple products, special market organisation for 
perishable commodities ; (i/7) informatian to India’s producers of 
consumers’ requirements both in India and abroad, (fv) The 
planning of production on basis of quality and demand, (v) The 
establishment and development of regulated markets ; (vi) The- 
undertaking of market surveys for the purpose of developing 
a common plan throughout India ; and (vii) The establishment of 
properly organized “ future ” markets, commodity exchanges and 
_ watch o.uses,__ ^ | 

The Government of India, in their resolution of 8ttr~Ma^ 
1939, outlined their policy on the lines recommended by the 
conference. This policy- was to be carried out in collaboration 
with the Provinces and the State through the agency of a 
Provincial and Central Marketing staff which was appointed. 
The central staff consisted of the Agricultural Marketing Adviser 
three Senior Marketing Officers, three Marketing Officers, one 
Supervising Officer for experimental grading and packing stations 
and twelve Assistant Marketing Officers. The provincial staff 
included a Chief Marketing (Dfficer and Assistant Marketing 
Officers. 

The work of this staff was of three kinds ; (/) Investigation,* 
(/7) Development ; and (//7) Grading. Investigation work included 
carrying on of marketing surveys of important commodities, 
problems of regulated markets, transportation, storage, act. 
Development work depended upon the results of surveys. It, 
however, includes keeping the producer and trader in touch 
with consumers’ requirements and popularization of standard 
grades and containers, 

15. The Marketing Organization’s Achievments ; The 
marketing organization did good work after its establishment. 
Its achievment are summarized below , — 

(0 Marketing surveys of a large number of commodities 
were accomplished and reports on such surveys were published. 
The chief commodities surveyed were : rice, wheat, linseed, 
groundnuts, tobacco, coffee, fruit, milk, livestock, hides and 
skins, etc. 

(//) The surveys revelated the necessity for grading due to 
sale of mixed produce of doubtful quality that was going on. 
There was thus a case for grading agricultural produce. To this 
end the Agricultural Produce (Grading and Marketing) Act was 
passed in February 1937. We have already noted the work done 
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under this Act. On account of grading of the produce, goods, 
especially perishable goods (eggs, fruits, etc), secured better prices 
tahn before* 

070 Progress was also made with respect to standardization 
of contract terms (for white wheat, linseed and groundnuts) 
thus widening their marketing field. 

(iv) Finally, arrangcmfnts were made for market news 
service. This was done by weekly broadcasts from the AlWndia 
Radio, Delhi, rcgardinc prices, stocks and movements of certain 
staple commodities Daily closing rates were also broadcast from 
some other Radio Stations like Inhere in the rural programme. 
The Provincial Marketing Officers took steps to further improve 
marketing news services. 

A Ministers’ Conference on Agricultural Marketing was 
held in New Delhi in 1941. It recognized the need for slowing 
down survey work and accelerating developmental work. Among 
other things the conference favoured the establishment of an 
organization for the purpose of invesrigating the possibility of 
adjusting India’s export trade in primary produces to war 
conditions* 

1 frTTppsfpartitioQ Marketing Pos ition in Pa kiatan.—As 
a result of *PartitlOh‘ thfe-marketmg of agricultural proHuce in 
Pakistan, especially Western Pakistan was faced with many 
difficulties. The marketing was almost entirely financed and 
controlled by the Non-Muslims. With their migration the old 
links between the producer and the consumer were broken. 
The mandis of old lost their set of Arhtiyas, and brokers of 
various kinds. The village bcopari-cum-money lender dis' 
appeared. The financing agencies like indigenous bankers and 
joint stock banks stopped their operations, their assets and staffi 
moving out of the country. Even the co-operative agencies 
were for a time faced with a crisis due to the movement of 
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, ■ ' The marketing organization established in pre-partition days 
in the provinces continue their ativities as before. . ThereJ s-ji. 
Central 'Advisory- Service' to-co<otdinate_their^efforts. ' Detailed 
marketing surveys of various agricultural commodities and 
live-stock products are being carried on under the supervision of 
the Central Organisation. Final reports are being prepared 
which deal with all aspects of marketing /. e., supply, demand, 
preparation for markets, price assembling and distribution, 
transport, storage, grading and standardisation etc. On the basis 
of these surveys attempts are made to improve the marketing 
methods. The idea is to give to the actual producer the 
maximum out of the final sale proceeds of his products. The 
middlemen who used to appropriate a big portion of the sale 
proceeds are no longer there. Attempts are being made to 
prevent the emergence of similar agencies. It is widely realised 
that co-operative marketing holds the solution. 

The importance of attaining and maintaining high standards 
of quality of the produce is fully realised by the government. 
Measures have already been taken to fix standards and grades of 
quality in the case of certain commodities. The grading of eggs 
and ghee is being undertaken on a voluntary basis. A Wool 
Conference was held at Karachi in June, 1949 in which ways and 
means of establishing standard specifications for wool exported 
from the country were discussed. A sub-committee was 
appointed to work out a scheme for this purpo’se. Steps are also * 
being taken to introduce a scheme for grading of hides and skins 
ore export. Standards of quality have already been fixed in 
the case of Jute. A Pakistan Central Cotton Committee (on the 
same lines as the Indian Central Cotton Committee) has been 
formed which is devoting attention to the growing of pure 
varieties of cotton and their marketing and export in well 
defined grades. 

The necessity of well regulated markets is also fully realised. 
In sorne provinces " legislation exists for establishing regulated 
markets. Such markets are looked after by market committees, 
majority of the members of which are producers. Market charges 
have been fixed and provision is made for licensing of marketing 
functionaries, Legislation also exists for the standardisation of 
weights and measures. 

All these steps are in the right direction. It is hoped that 
co-operative marketing will get widely spread in due course as 
an integral part of the re-organisation of our agriculture on 
co-operative lines as suggested in a previous chapter. 


CHAPTER Vlll 


RURAL HNANCE AND INDEBTEDNESS 

1. Introduction.—Evccy productive enterprise, including 
agriculture, requires finance because the operations have to be 
started and expenditure undertaken in anticipation of actual 
production The more advanced kind of agriculture requires 
greater investment in farm equipment, seed, manures, and 
other essentials of production, even if the land belongs to 
the cultivator himself. When agriculture is of a primitive 
kind, as it is m Pakistan, it does not yield enough returns to 
enable the agriculturist to meet his normal day to day needs, 
not to speak of leaving a surplus for heavy productive in- 
vestments. Under such conditions the danger of the peasant 
running into debt is very close indeed, as the history of the 
agriculture in the Indian sub'continent and similar other 
backward areas has shown In this chapter we intend tq 
study the problem of the financing of agricultural operations 
with special reference to the past experience of the Indian 
sub'continent and the present needs of the agriculturist in 
Pakistan. Since the need for rural finance hos in the past led 
to indebtedness of the peasantry, which became at one time 
a very serious problem, the two problems are inextricably 
co nneted and, therefore. wil i_be-studied..togethp:r, 

2 The Financial Needs of the Cultivator. — More than 
half a century ago (in 1895) Sir Frederich Nicholson in his 
famous Report, “ Land and Agricultural Banks,” wrote : “The 
lesson of universal history from Rome to Scotland is that 
an essential of agriculture 1$ credit. Neither the condition 
of the country, nor the nature of the land tenure, no the 
position of agriculture affa cu the ji n e^ great fact t hat— the 
agricul turist must borrow.*/ he i act is that every modern 
'bu^in^ss' worth the name is run on credit or borrowed money. 
Agriculture in Pakistan is not strictly run on business lines 
still it cannot dispense with borrowing. Agriculture, esppcial- 
ly in a country like ours, gives rise to certain peculiar pro- 
blems of finance because of its uncertainties, its comparatively 
small unit of production, scattered nature of its operations 
and the illiteracy, conservatism and lack of forethought 
among the peasantry. This accounts for the fact that the pro- 

1?7 
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blem of rural finance at' one time became the problem of 
rural indebtedness. Certain circumstances connected with the 
war, and partition have, for the time being, given a breathing 
to the cultivator and the problem of indebtedness is not so 
pressing at the moment. But the basic needs of the agricul- 
turist are still there and some agency must undertake to 
supply these needs effectively, otherwise the old problem may 
again emerge. What are these needs ? 

The agriculturist requires three types of credit to carry 
on his operations successfully : — 

(a) Long term credit for expenditure on permanent im- 
provements. These involves investment of capital in the 
construction of wells, digging of channels to divert the watet 
of rivers where necessary, construction of bunds and embank- 
ments, terracing of hill sides, clearing of jungles, drainage and 
fencing of his plots etc. The larger irrigation works are con- 
structed by the state in Pakittan and need little private in' 
vestment for long periods. The finance required on other 
items of this category of expenditure is either provided by 
the cultivator himself from his own savings or through private 
borrowing but in the- words of the Royal Commission, “ the. 
state has long recognised as one of its duties the encourage- 
ment of such improvements by the grant of loans at a rate 
of interest as low as conditions permit.” These are the 
well known “ taccavi ” loans which we shall speak of later. 

(b) Intermediate credit. This the cultivator requires for 
the purchase of more expensive implements, cattle and some- 
times for the erection of buildings. For these in the past 
he had mainly to resort to the money lender. 

(c) Short term credit. In addition to the above the 
agriculturist requires money for financing his current require- 
ments, like the purchase of seed, fertilizers, feeding stuff for 
cattle -etc. 

These requirements are for productive purposes and have 
to be looked after if agriculture is to be carried on as a sue- 
cessful business proposition. These loans pay for themselves 
by increasing the productive powers of the land and the 
cultivator himself. 

In Pakistan, however, in the past, m ney has been borrow- 
ed for purposes which cannot be strictly called legitimate needs 


^(1) Report Royal Commission on Agriculture in India, (1929) p. 46,1 
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of agricultural production These borrowings, sometimes 
may be necessary for, instance, when the cultivator 
has to spend on medical aid, or has to tide over a bad season 
by borrowing for consumption, or is involved in some other 
unforeseen misfortune. Borrowings have not always been 
what may be called legitimate. Some peasants have got 
into debt through sheet improvidence and extravagance. They 
have spent money on expensive social ceremonies on occasions 
of birth, circumcision, betrothal, marriage or funeral. In 
tain parts of the country eg the Pun jab, such expenditure s 
^haveLbeen a.seno u3 cau selof 

One defect of the system of the moneylender of 
preparcition days, as, we shall see, was that he made no distinc' 
tion between the legitimate and the *' illegitimate *' de- 
mands for credit on the part of the peasant. The agency that 
takes his place must distinguish between these two 

3. Sources of Credit or Agencies of Finance — So far 
the agriculturist has been financed by the following agencies, 
though since the partition their relative importance in Pakis* 
tan has changed considerably. 

(0 The village money lender, professional or non'profes* 
slonal. 

(it) The indigenous banker, usually acting through inter- 
mediaries. 

(»/) Commercial banks— The Imperial Bank of India, the 
Joint Stock Banks etc. These provided finance not directly to 
the cultivator but indirectly through intermediaries of various 
kinds. 

(iv) The Government. 

(v) The Co-operative Credit Societies. 

' (vf) The Land Mortgage Banks (organised either on co-ope- 
rative principle or joint stock principle). 

At j-hp_^n icu nent in Pakistan most of these agencies are 
^ inopenrttve- Tim village mo'nejr lender was in most cases a 
'non Muslim and he has practically disappeared from Western 
’ Pakistan. In Eastern Pakistan also his operations have been 
seriously curtailed. The indegenous banker has also gone. 
Of the Commercial banks very few remain and they play very 
little part in financing the needs of the agriculturist. The 
"ewlv established National Bank of Pakistan may at a later 
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pivc~"3rrcct credit to agriculturists. There is at moment the ho 
link between this hank and the villajjc peasant. The gov' 
eminent is still ready to help but this help is rendered under 
great limitations and can only meet requirements under emer- 
genclcs. The government cannot be c.xpccccd to meet all the 
credit needs of the agriculturist. The land-mortgage banks 
arc few and far between. Thus tiic most important c.xisting 
and potential agency for financing agriculture in Pakistan is 
the co-operative credit society. We have devoted a full chap- 
ter to co-operation. Here, therefore, we propose to discuss 
the emergence of agricultural indebtedness as a problem in this 
part of the world, its causes and remedies applied in the past. 
This historical survey is necessary for future guidcnce in the 
matter of preventing the emergence of a similar problem 
again. ■ 

4. Emergence of Rural Debt as a Problem. — For indeb- 
tedness to arise the following conditions must be present : — 

(a) Existence of borrowers with necessity to borrow and 
security, material or personal, to offer. 

(b) Existence of lenders with capital to lend and willing- 
ness to lend. The willingness of the lender to lend will de- 
pend upon, (i) The security offered by the 'borrower, which 
is acceptable to the lender. 07) The existence of law and law 
courts to which recourse may be had in case the borrower re- 
fuses to pay the debt. 

In the light of the above it will be easy to under- 
stand why indebtedness was not a serious problem 
in the Indo-Pak sub-continent before the consolidation and 
establishment of British Rule. The borrower’s necessity has 
always existed in this sub-continent. “ We have found no 
reason to believe ” wrote the Famine Commission of 1880, 
“ that the agricultural population of India has at any known 
period of history been generally free from debt.” But indeb- 
tedness could not have been verv serious in pre-British days. 
This was because, (a) there was little accumulation of capital 
to lend ; (b) there was little surplus with the peasant from 
which a loan could be paid ; (c) there was practically no secu- 
rity to offer to the lender ; and (d) there were no. sure means 
of enforcing recovery against a recalcitrant borrower,. There 
was little surplus for repayment of loans because of the heavy 
■demand of land revenue. There was no security to offer be- 
cause the rights of ownership in land were neither valuable 
(because it produced no surplus over costs of production) nor 
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definitely recognised and enforced. Finallyj there were no re- 
-gular courts to enforce the contracts made between the debtor 
and the creditor. 

The advent of the British rule, In due course, changed all 
this. “ The land from being a burden, entailing the satisfac- 
tion of a crushing State demand, became a valuable property, 
improved communications opened up markets for the sale of 
surplus produce, ...... property of all kinds rose rapidly in value. 

Further, the introduction of fixed laws and the general security 
following on the enforcement of order, rendered the land 
available as the ultimate security for loans. Another factor of 
great importance was the growth of a money economy and the 
increase of wealth as trade developed ^ The Famine Com- 
mission of 1880, wrote, “ Now with value of land risen, rights 
defined and recordedt money-lenders have lent more freely on 
the security of ascertained interest in land there is every- 

where a serious amount of agricultural debt, and at any rate, 
there is everywhere the habit of running account with the 
money lenders which always slide into debt when a crop is 
lost or a bullock has to be replaced.” The new circumstances 
put the peasant entirely at the mercy of the money-lender. 
” By 1880,” wrote Darling about the Punjab, ” the unequal 
fight between the peasant proprietor and the money-lender 

had ended in a crushing victory for the latter FoxJha-next 

jhirty -ypars the j iooey-lender was at the geni t h an3~mu ltipl{ed 
and prospered exceedingly, to such a g oo d eff^t t hat lKi 
nu mper of banker3.flnd.. mpneyje^nder3 includihg"~tHeir~'d$peh^~‘ 
' ' ants increased from 53.2o3lo.i86S~tcD_9T,89Q~|rri911^; l^;^:^"'^ 
Thus the advent of the British rule increased the opportw 
nities of borrowing and lending. But what about the necessities, 
which compelled a peasant to borrow. They had always 
existed and on account of the greater pressure on land due to 
the growth of population had been accentuated with the 
passage of time. The small holdings and the way it was 
splitted up yielded a mete pittance to the cultivator. He had 
no reserve to pay for the recurring losses of cattle from 
drought and disease. Added to this was the cultivator’s in- 
grained improvidence which led him to extravagant expen- 
diture upon marriage and other domestic ceremonies. And 
when he had credit to offer due to inflated values of land and 
the money-lender with his unscrupalous system of lending was 

(1) Calvert H. “ Wealth and Welfare of the Punjab " p. 248. 

(2) M. Ih Darling. ” The Punjab Peasant In Prosperity and Debt.” p# 208, 
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there to take advantage of the situation, no wonder that in' 
debtedness became a serious problem of enormous magnitude. 

5. Extent of Rural Debt. — What was the magnitude of 
the debt thus created ? Several estimates were made from 
time to time as to the amount of debt owed by the peasantry 
in pre-partition India. One of the earliest was in 1875, by the 
Deccan Roits Commission and related only to 12 villages in the 
Ahmad Nagar Disttict of Bombay. They found that i of the 
occupants were involved in debt, which was about 18 times the 
revenue assessment, average debt per occupant being Ra. 371. 
The Famine Commission of 1880 expressed the view that 
i of the land holding classes in India were .deeply in debt and 
an equal proportion were in debt but not beyond the power of 
recovering themselves. Sir F. Nicholson in 1895 estimated the 
total rural debt of Madras at Rs. 45 crores, and on this basis 
Sir Edward Maclagan estimated that in 1911 the total rural debt 
in British India was Rs. 300 crores. 

The next important enquiry was that of Mr. (later Sir,) 
M. L. Darling I.C.S. in 1925. He estimated the total agricuk 
tural debt of the Punjab at Rs. 90 crores, average debt per 
cultivated acre at Rs. 31 and per head of agricultural 
population at Rs. 76 According to him rural debt in 
the Punjab was at least 19 times the land revenue demand of 
the Government. In the case of proprietors the debt was 
equal to three year’s net income, the average debt per indebted 
proprietor being Rs. 463 as against Rs. 150 only per indebted 
tenant Thus prosperity and debt seemed to go together. Mr. 
Darling further calculated that the total agricultural debt of 
British India was not less than Rs. 600 crores or £400 millions\ 

Five years later the various Provincial Banking Enquiry 
Committees made estimates of rural debt in their respective 
provinces. According to their estimates the total rural debt 
in British India excluding Burma was Rs. 803 crores. At the 
time of this estimate the total value of production of princi- 
pal crops in India was Rs. 955’3 crores. This meant, that the 
peasantry owed in debt almost as much as the total annual pro- 
duction of the chief agricultural commodities. 

As regards diflferent provinces the Punjab had the highest 
debt per agriculturist (i.e, Rs. 92). The total agricultural debt 
of the Punjab was estimated Rs. 135 crores. This meant that 
in four years the rural debt of the Punjab had been more 


1. Darling Punjab Peasant in Prosperity and Debt pp. 20, 21. 
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than doubled. The debt In the Punjab was almost twice the 
annual value of the principal crops of the province at 1928-29, 
prices. The rural debt of Bengal was Rs. 100 crorcs which was 
about one-half of the value of the principal crops. The debt 
per cultivator was R«. 31, The lower figure for Bengal was 
probably due to the lowering of the standard of living of the 
peasantry and these being mostly tenants who had security little 
to offer. The high value of crops was due to jute being the main 
crop which gives high income per acre though not so much to 
the actual cultivator. The debt per agriculturist in the other 
provinces of India was Madras Rs. 50, Bombay 49, U. P, Rs. 36, 
C. P. Rs. 30, Bihar and Orissa Rs. 31, Assam Rs, 31. 

These estimates were made before the disastrous fall in 
agricultural prices from 1930 onwards. Due to the fall in prices 
during the depression the burden of the debt increased enor- 
mously. The total value of agricultural production (principal 
crops) fell from Rs. 955 crorcs in 1928*29, to Rs. 545 crores in 
1932-33. Correspondjngly the burden of the existing debt in- 
creased apart from the newly incurred debt. According to 
an estimate by Dr. R. K. Mukherjee the rural debt of India in 
1935 was Rs. Rs. 1200 crores. Another writer put in at 
Rs. 2300 crores^ 

During the world war 11 the prices of Agricultural pro- 
ducts rose and correspondingly the teal burden of the debt 
decreased. It is difficult to say, however, how much of the 
debt was repaid especially by the small holders, who suffered 
more from inflation than he gained. '* Judging from the 
replies received from a number of provinces,” wrote the Ben- 
gal Famine Commission in 1945, ” it appears probable that 
small holders as a elass have, not benefiited materially. It is 
true that the market value of their holdings has risen greatly. 
Those who supplement their income by other forms of labour 
have also been helped by the prevailing high level of employ- 
ment and wages. Again in some parts of the country, family 
allotments by soldiers have added to income. Against these 
circumstances must be set, however, the important fact that 
amount of produce normally sold by small holders for payment 
of revenue, rent ond repayment of debt, is relatively small and 
there has been a substantial rise in prices of consumer goods 
usually purchased by them. It thcreft re appears probable that 
the indebtedness of this class, speaking generally, may not have 


1. P. J. Thomai : Economic Problems of Modern . India Bd. R. K. 
Mufchetjee voL 1 p. 176. 
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be? n reduced substantially in many parts of the country^ ! Only 
a detailed enquiry could show the real effects of the war on 
the debt situation, • 

It was, however, not so much the amount of the debt but 
its unproductive character which made the problem so serious. 
According to the respective Provincial Banking Enquiry Com' 
mittees the percentage of unproductive debt to total debt in 
Bengal U. P. and Bombay was 70% and ^ in Madras 60%. 
According to .Darling in the Punjab only 5% 'of the debt was 
incurred for ‘ land improvement. Most of the balance must 
have been unproductive debt. 

6. Consequences of Indebtedness. When an agriculturist 
borrows money for productive purposes the result is increased 
income for him. The productive capacity of his land is 
enhanced -and the debt becomes a blessing for him. But 
when- the money is spent for unproductive purposes, the 
debt becomes a standing curse to him. It leads to serious 
economic, social and moral consequences. 

As regards Economic consequences, indebtedness leads to 
agricultural inefficiency. When the cultivator finds that all his 
additional efforts go merely to enrich his creditor, he loses 
all interest in improving his position by greater effort and 
improved methods if production. Productivity of land thus 
decreases. If the debt involves mortgaging and finally sale of 
landed property, the result is increase in tenant cultivation 
"and increased number of landless labourers^ Both of these deve' 
lopments do not conduce to agricultural progress and prosperity. 
In the marketing of his produce also the peasant suffers if he is a 
debtor to the middleman. He usually has to sell his produce to 
his creditor on the latter’s terms. This means not only lower 
monetary return to the debtor, but it also acts as a serious 
barrier in the way of improvement of marketing methods 
through co'operative sales. Thus no agricultural progress is 
possible f6r an indebted peasantry. 

As to the social consequences, class friction arises between 
the creditor and debtor classes. The increase of a landless class 
with no avenues of employment creates further social discontent 
and political instability. That landless labourers were increas' 
ing in number presumably as a result of sales against debt 
was indicated by the fact that their number per 1,000 of 
■ cultivators increased from 291 to 407 in ten years between 1921 
and- 1931. 


.1 Bengal Famine Enquiry Commission, Final Report, p. 300. 
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The moral consequences of indebtedness are the worst. 
The cultivator loses his ancestral property and in many cases 
with it his economic freedom. In certain provinces of preparti- 
tion India cases of such servitude were not uncommon. In the 
Mu 2 affargarh district of the Punjab, for instance, the tenants were 
practically slaves of the money lending landlords who exploited 
them thoroughly. In Bihar and Orissa what were called the 
ICamiauti agreements and in Madras the Pannaiyal system created 
conditions of practical servitude for the labourers. These 
workers in return for a mere pittance had to work on the land of 
those from whom they were unfortunate enough to have 
borrowed money. Once in debt, it was impossible for them to 
get out of it K 

7. Remedies Applied — Relief from Old Debt. The, 
debt problem demanded two-fold remedies, (/) Reduction or 
elimination of the existing debt, (i/) Measures for Regulation and 
control of private money lending (///) Creation of Alternative, 
Agency of rural finance. 

It was obvious that unless the old existing debt (mostly 
ancestral) was got rid of there was no hope of agricultural' 
progress in the country. The ancestral debt had accumlated 
because of the ignorance of the peasant of the legal position, 
that debts of the deceased could pass on to his heirs cnly to the 
extent of the property inherited by the latter. One remedy was 
to declare the debtor insolvent where his assets fell short of his 
liabllites. ** No one desires to see a wholesale resort to 
insolvency, ” wrote the Royal Agricultural Commission, ‘'and' 
no one, we trust, desires to witness a continuation of a system 
under which innumerable people are born in debt, live in debt’ 
and die in debt, passing on their burdens to those who follow*’’. 
The Central Banking Enquiry Committee agreed with the view 
and suggested certain special provisions in the proposed Kuraf 
Insolvency Act. ' i 

In some provinces of British India legislation was passed 
which included provisions for declaration of insolvency under 
certain conditions. They also provided for reduction and 
settlement of old debts on an equitable basis for both parties. 
The problem was tackled in three ways (a) Moratorium, 
(h) Liquidation (c) Conciliation. 


■’ (0 Read details o£ the system 

citP. 172. ^ _ 

(2) Report op cit P. 
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Moratorium, implied staying of proceedings, in courts with 
regard to the recovery of debt. Grant of Moratorium was the 
earliest measure taken by provincial governments to protect the 
agricultural debtor faced with difficulties during the Depression 
of the thirties. The idea was to prevent a rush of suits and 
wholesale execution of decrees. Direct or indirect Moratoriums 
were declared by the provincial government of U. P. (1932), 
C. P. (1934), Bombay (1938). 

Liquidation or compulsory scaling down of debts was 
necessitated also by the unbearable burden of debt as it emerged 
during the Depression. Several Provinces and States passed 
Agriculturist Relief Acts aiming at such measures e.g. Madras 
(1938) C.P and Berar (1938) Bombay (1939), U. P. (1938); Sind 
(1940). Some Indian States like Bhavanagar, Mysore and 
Travancore also adopted such measures.. 

The main provisions of these Acts related to reduct.on of 
outstapding debts so as not to exceed twice the original 
principal, reduction of arrears of interest, fixing of the rate of 
interest for subsequent years. 

Debt Conciliation legislation aimed at voluntary settlement 
between the debtor and the creditor with the help of specially 
constituted Conciliation Boards. This legislation was also necess' 
itated by the disastrous fall in agricultural prices during the 
Depression. 

The programme of debt conciliation was vigorously' 
pursued by almost all the provinces of India in passing Debt 
Conciliation Acts e. g., Debt Conciliation Act of Central 
Provinces and Berar (1933) Punjab Relief of Indebtedness Act 
(1934), Bengal Agricultural Debtors Act (1935), Assam Debt 
Conciliation Act (1935), Madras Debt Conciliation Act (1936) 
and Sind Debt Conciliation Act (1939). Under these Acts Debt 
Conciliation Boards were appointed. These were composed of 
officials and non'officials, representatives of creditors and 
debtors. Any agreement reached between the parties before 
these Boards was registered under the Indian Registration Act 
and had the force of a court decree. The conciliation amount 
was payable in instalments and further interest on the amount 
ceased. Generally the rule of Damdupat was followed according 
to which the interest is not allowed to exceed the principal. The 
Bengal Act also provided for compulsion where conciilation 
failed. 

As a result the amount of debt was considerably reduced in 
the Punjab, Bengal, and Assam. In C, P, a debt of Rs. 90*5 crores 
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waai reduced by about 50% to 4.8 crores. In the Punjab b^ 
the end'of 1943 claims, amounting to Rs. 3j61'wcl‘e scaled^ ddwm 
to Rs.' 1.38 crores by agreement. In 'Bengal by 1?39 deVts were 
scaled-down to the, tune of Rs. 5 crores.’ ‘ • < v t..:,-. 

’ In some provinces (e. g.» C. P. &. Bcrar) provisions were 
made for the payment of the reduced debts through constituting 
Land Mortgage Banks. 

Since in many provinces voluntary scaling down did not 
prove successful compulsory scaling down was introduced. 
Necessary legislation to this end was passed in Madras, Central 
Provinces, United Provinces and Bombay. ” ‘ 

It should be noted that the debts in question were not all 
hona fide debts. In many cases they were comparatively small 
sums accumulated to huge amounts through compound interest 
charged over and over again generation after generstion. 
In mapy cases the clever money lender had taken advantage of 
the pressing needs and ignorance and illiteracy of the peasant and 
through fraudulent practices (wrong entries etc) had managed 
to inflate his claims unduly. In such cases the remedy was 
wholesale cancellation rather than reduction. 

Many defects were discovered in the working of the system 
of conciliation. The Acts excluded certain classes of debts, 
{ike rent debts, co-operative debts, trade debts etc. This con- 
siderably restricted the scope of the legislation in solving the 
debt problem. Illiterate debtors sometimes failed to give 
the ‘names of all their creditors. To some of them therefore 
notice could not be served as required by the Acts, Then there 
Were fraudulent practices like false transfers and bogus mortgage 
deeds which hampered settlement. There was no provision in 
most of the Acts for settling debts of individual debtors 
in the case of Joint debts unless all the debtors applied for 
conciliation corruption and inefficiency of Boards was also 
detected. On the whole, however, the legislation did succeed 
in reducing the debt burden of the peasantry and bringing it 
Within the capacity of the debtor to pay. In this way the 
creditors also gained because they were able to realise at least 
part of their debts which otherwise had reached impossible 
amounts. 

8. — Measures for Avoidance of Future Indebtedness. — 
The seconed approach to the problem of indebtedness was to 
create conditions under which unproductive borrowing and 
lending would be discouraged. This required proper education 
of the borrower and imparting to him a greater sense of 
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responsibility and foresight. This could be done by intensive- 
propaganda and gradual spread of primary education in rural 
areas. Village Punchayats could do a good deal in this 
connection. But these were long term remedies. Something 
had to be done to save the peasant from the vicious system of 
the money4ender and his own improvidence. This could partly 
be accomplished by taking measures which would reduce the 
power of borrowing of the peasant by limiting his credit. We 
have seen that debts grew after land became valuable, which 
made it safe for the lender to lend. Credit could be reduced 
therefore by putting limitations on the transfer of rights in land. 
On the other hand the temptations of the money lender could 
be reduced by restricting his power to attach certain type of the 
peasants’ paoperty or power jof . getting hi m arrested for^ 
non-payment of ddbt. In addffibnTais system lending could 
Be regulated ToThat' he was unable to increase illegitimately his 
profits from money lending. This could be done by forcing him 
to keep proper accounts and to keep the debtor informed of 
the latter’s liabilites, by fixing a maximum rate of interest that 
could be charged and by making lending illegal except under 
licence. Such measures were introduced in various provinces. 
These are discussed below. 

9. — Restrictions on the Borrower. — The most important 
of the restrictions affecting the borrower were those placed on 
the transfer of land in certain provinces. The most outstanding 
example of legislation passed for this purpose was the Punjab 
Land Alienation Act of 1901, amended in 1907 and again in 
1938. A similar Act was passed for Bundelkhand (U. P.) in 1903. 
Restrictions on the alienation of land by the aboriginal tribes 
also existed in Central Provinces and Bombay. 

Under the Punjab Act the Chief ancestral cultivating 
classes were notified as falling within the restrictions imposed. 
Members of the notified tribes were grouped by districts and 
within such groups alienations were left free subject to the 
ordinary customary law of the tribe. The Act restricted the 
sales and mortgages by members of a group to any one not such 
a member. The' Royal Commission on Agriculture^ found in 
1928 that the Act had achieved its main object, namely, that of 
restricting the transfer of agricultural land from the agriculturd 
to non-agricultural classes. This was the evil in the Punjab 
that had called forth the Act. 


(1) Repot op cit. P. 420. 



RURAL FINANCE AND INDEBTEDNESS 


139 


The opponents of the Act predicted all sorts of evils as its 
consequence. “.The provisions of the Act would be disregarded 
or evaded, the moneylenders* trade would become impossible 
and the borrower would be pinched.’*^ Nothing of the kind 
happened. Some evasion, however, took place through the 
method of benami transactions, by which transfers were nomi* 
nally made in favour of an agriculturist, while the real benedt 
was received by the non^agrlcolturist money-lender. Such 
transactions were made illegal by an amendment in 1938. 
Another amendment, the same year, put the agriculturist 
money-lendef on exactly the same footing as the non-agricul* 
turist moneylender. 

The Act is still on the Statute Book of the Punjab 
(Pakistan). Some people think that the Act is obsolete and 
• undesirable under the new conditions. As regards the distinc- 
tion between the agriculturists and the non-agriculturists as 
made by the Act, it was never logical and scientific. These 
categories were made on the basis of heredity not actual occu- 
pation. This distinction should go. But some protection is 
necessary to the small holder. Otherwise the danger is that 
the larger landlord may through lending to the ever needy 
small peasant, succeed in appropriating the letters* landed prop- 
erty. This will lead to further concentration of land with 
the absentee landlords, further Increase In tenancy and the 
number of landless labourers. This development will be 
undesirable on economic and political grounds. The Act, how- 
ever, needs revision in the light of the new circumstances. If, 
however, our suggestion of land reform given in the previous 
chapter are implemented there would be no need of any legisla- 
tion of this type. 

In addition to restrictions on the transfer of land some 
other Acts placed restrictions on the attachment of other 
forms of property up to a certain minimum, for instance, the 
Code of Civil Procedure was altered in order to exempt from 
attachment or sale agricultural tools and implements and cattle 
necessary for tillage and the material of the agriculturist’s 
house. The agriculturist debtor was exempted from arrest for 
a decree of the court. He was also given concession of repay- 
nienc of his debt by instalments. These in cfi^ect were restric- 
tions on the powers of the lender to realise his debts than on 
those of the borrower to incur them. There were, however, 
direct restrictions on. the money-lenders as such. 


L Calrerc op clt p. 263- 
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II, Restrictions on the money-lender. The restriction! 
placed directly on the money-lenders, as distinct from 
indirect restriction (which acted through affecting the capkei^ 
to pay of the borrower) were of three kinds. 

(i) Provisions for the registration and licencing of money 
lenders* 

(fV) Regulation of their accounts. 

(h‘0 Miscellaneous provisions restricting money-lending. 

, The above provisions arc contained in a large number 
of enactments most of which were passed by the various pro- 
vincial legislatures under the stress of the economic depression. 
An important Act, however, was passed by the centre as 
early as 1918 long before Provincial Autonomy. This was the 
Usurious Loans Act, 1918, which aimed at determining the 
legal and. maximum a mount of interest chargeable and fixing 
such a maximum. An Important feature of this Act was that 
the court could re-open old transactions and enquire into the 
equity of the terms. The Agricultural Commission and the 
Banking Enquiry Committees, however, found that the Act 
was a dead letter. This Act was later amended by the various 
‘provinces and enforced in their respective jurisdictions. Such 
provinces were ; Bengal ; Punjab ; Assam ; C. P. ; U. P. ; N.-W. 
F. P. ; Madras and Bihar. They made it incumbent upon the 
courts of law to re-open the accounts and reduce the rate of 
interest as prescribed under the amending laws. 

The provinces also passed some new Acts to regulate 
money-lending. The registration and licensing of Money-len- 
ders’ Acts were passed by C. P. ; Bengal, Eombayj U, P. ahd the 
Punjab. They made it compulsory for the money-lender to re- 
gister Himself and obtain a licence. In the case of dishonest 
dealings his licence could be cancelled. Penalty was provided 
for money-lenders who carried on their profession without a 
licence. In actual practice, horvever, it was found very dim' 
cult to enforce these laws. 

Other Act were passed with .the object of ^ feguiatitig 
, accounts. Under them the money-lender was required to 
.rain regular account books and had to furnish each of hp 
."debtors with a periodic statement giving details of the latter s 
liabilities with respect to principal and interest due on eacn 
loan transaction. He must also furnish receipts of, payments 
received by him. Penalties (usually Idss of iiiterest) ^^re 
vided for failure to keep accounts. Entry of fictitious iraounw 
as debt was declared illegal and punishable ‘with fine in certain 
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province's The Pdnj’ab Act provided dismissal of 'the shit in 
such cases 

^ As to the working of these provisions it was found that 
these were usually disregarded m practice by the moncy-lende in 
some provinces (eg. the Punjab) and was rarely enforced by the 
debtor in others (c g. C P.) The debtors* necessity and hts ignor- 
ance of his rights stood m the way of effectiveness of the law. 

Another set of provisions fixed maximum rates of inter- 
est, Vsbally a distinction was made between secured and un- 
secured loans, unsecured loans being allowed higher rates. In 
the Punjab, for instance, on secured loans the maximum rate 
was \T‘/» simple and 9% compound interest and on unsecured 
loans ISZ simple and 14% compound The highest interest was 
allowed by the Bengal Act/e 15% simple and 10% compound on 
secured and 25% simple and 25% compound on unsecured loans. 

, It is very difficult to enforce interest rates. When the 
borrower is needy the lender can ahvay charge higher rates, 
either by an agreement out of court or by entering a higher 
sum as principal, Such abuses came to light soon after such 
measures were passed in Bengal, U. P. and MadrasL 

Miscellaneous provisions related to the protection of the 
debtor from intimidation and molestation as m C. P, Bengal 
and U P. Others exempted his holdings from attachment and 
sale In payment of the debt as in the Punjab, Bihar and U. P. 

These measures are still on the Statute Books of the 
Pakistan Provinces though at the moment the problem which 
they tackle are not pressing due to post-partition developments. 
, , , II. Debt Legislation in th« Punjab — The province of the 
Punjab as we have seen was the most heavily involved in rural 
deb^. Below we summarise individuably the various debt relief 
measures passed by this province. Acts in other provinces were 
modelled on similar lines 

^ (/) Regulation of Accounts Act, 1930, under this Act the 

creditor is required to keep regular accounts relating to each 
of his debtors separately. At the end of every six months he 
must furnish a legible statement of accounts to each and every 
debtor. If he fails to do so with tespecc to a loan the court is 
required to disallow, as may seem reasonable, either , whole or 
part of the interestjdue on it, even though his claim has been 
otherwise established on whole or in part, and further disallow 
coses. 

1. Abbyankar : Frovioclal Debt Legislation. P. 45-47. 
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^ (it) The Relief of Indebtedness -Act, 1934. The main 
of this Act are : — 

(a) A person owing Rs. 250 and over can apply to be ad' 
judicated as insolvent, (b) Estates up to* the value of Rs. 2,000 
can be summarily administered i.c. without appointing a receiver 
or publishing certain notices, (c) Interest is to be deemed 
excessive by the court if on secured loans it exceeds 12% per 
annum simple or 9 per cent, compound, and if an unsecured 
loan it exceeds 18% simple of 14% compound, (d) The Act 
makes provision for setting up of Debt Conciliations Boards. 
Such a Board is to consist of a chairman and two or more 
members appointed by the local Govercment for a term not 
exceeding three years. A debtor or any of his creditors may 
apply for settlement to the Boards. The Board calls, where the 
debtor has appeared, upon every one of his creditors,. to submit 
a statement of the debts owed to him by the said debtor. The 
debt for which the statement is not submitted is deemed for 
all purposes and all occasions to have been duly discharged. 
The creditor has to furnish all the necessary information to the 
Board well supported by documents regarding his claims. The 
debtor has to explain his case. The Board then endeavours to 
induce them to arrive at a settlement. If a settlement is arriv' 
ed at the Board reduces it to writing. The agreement is then 
registered and takes effect as if it were decree of a civil court. 
If . no settlement is arrived at the Board dismisses the applies' 

, tion. If the Board thinks, that the offer by the debtor and re' 
fusal by the creditor is fair, the Board may grant the debtor cer- 
tificate in respect of the debt owed by him to such 'creditor. 
If the creditor sues the debtor for such a debt, then the court 
does not allow costs in such a suit, nor interest on the debt 
after the date of registration at more than 6% per annum simple 
interest, (e) The principal of Damdupat is accepted according 
to which no court can pass a decree in any suit brought against 
an agriculturist for a sum larger than twice the amount of the 
- sum taken as principal. Banks, however, are excepted (f) 
finally an agriculturist debtor may at any time deposit in court 
■ a sum of money in full or part payment of his debt for payment 
to his creditor ; and from that date interest ceases to accrue on 
i that deposit. 

(Hi) Debtor’s Protection Act, 1936. This Act provides 
that a civil’ court can order the attachment and temporary 
' alienation of land of a judgement'debtor (/.e. debtor against 
whom the judgement has been passed). For execution the 
proceedings are transferred to the Collector of the district-who 
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is to determine how much of the land is to be attached and 
alienated and for what period, not exceeding twenty years. 

(iv) Land Alienation (Second Amendment), Act 1938.— 
This Act declares benam/ transactions to be invalid This fills 
a loop hole in the Land Alienation Act, 1901, which prohi- 
bited sales of land by an agriculturist to a non-agriculturisf, as 
we have already seen. Some non-agriculturists used to purchase 
land in the name of a member of the agricultvrlst tribe and get 
the benefit themselves. This is not strictly a debt legislation, 
though probably occasions for such transactions were created 
by advances of loans. 

(v) The Lanfi Alienation (Third Amendment) Act 1939.— 
This Act seeks to put the agriculturist money-lender on the same 
footing as the non-agriculturist moneylender, so far as the acqui* 
sition of land of the debtor by the creditor is concerned. The 
creditor cannot buy the land of the debtor until three years 
after the payment of debt in full. 

(w/) Registration of Money-Lenders Act, 1938.— This Act 
reauires all money-lenders to get themselves registered and to 
hold licence on payment of the fee that may be fixed, falling 
which no court is to entertain any suit filed by him for the 
recovery of a loan, or application for the execution of any 
decree relating to a loan. The Collector may cancel a licence for 
a specified period for malpractices. 

(Wf) Restitution of Mortgages Act, 1938, This Act ex- 
tinguishes mortgages effected before the commencement of the 
Punjab Land Alienation Act, 1901. Compensation may be 
paid but only under certain conditions. 

12. Critical Estimate of Debt Legislation, — ^The debt 
legislative measures considered above were variously viewed. 
On the one hand they were welcomed as blessings for the mass 
of the fieasants. On the other band they were regarded as a 
curse. The Punjab measures were called " Golden Bills or 
the “ Black Bill ” by their supporters and opponents respect- 
ively. 

Thc'^ greatest obfection that was advanced against 
such legislation was that it led to contraction of credit in 
the rural areas. The Statutory Report of the Reserve Bank 
of India drew attention to this fact (1937). ** In areas 
where such legislation is in force, it is said that the money- 
lenders have discontinued lending except to old trusted clients, 
and have restricted their loans to, a minimum.^’' The 
' ' (p -^eapitoty RepofC on Agricultural credjt (1937) F. 10, . 
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contraction of credit could not all be attributed- solely to dpbt 
legislation. The economic depression of the thirties was also 
responsible for it to a large degree. Many money-lenders who 
were also agriculturists had their assets reduced due to fall in 
prices. Mpreover ; payment of old debts had stopped due" to 
the incapacity, of the peasantry' and hence new loans' couldj 
not be advanced. Even the co-operative societies were faced^ 
with some difficulties, and their advances fell considerably due to 
the same reason. ' . 

Even if these measures were responsible for the contraction 
of credit it was not an unmixed evil. We have seen that the 
major portion of the rural debt was incurred for unproductive 
purposes. If the money-lender became more cautious, and that 
was one of the objects of the legislation, unproductive borrowing 
was discouraged and this meant that the cultivator had to learn 
to live within his means. As regard productive borrowing, there 
was no danger for the money lender to lose his money. Thus 
honest money lenders had nothing to fear from this legislation. 

Further, it was alleged that the measures encouraged default 
of repayment of debt among the people. Even debt owed to 
government and co-operative societies were not paid. The 
debtors expected them to be reduced. This sort of demoialha- 
tion, however, was not common. This could be avoided if 
debtors were made to pay all the legitimate dues within their 
paying capacity. The real trouble was that adequate arrangement 
did not exist which could assist the debtor in the payment of 
reduced debt. The establishment of Land Mortgage Banks 
could supply this need, they could arrange for cash payment on 
behalf of the debtor and realise the amount in small instalments 
over a period of say 20 to 25 years. Another way was for the 
government to come forward with assistance as was done by 
the government of Bhavanagar. There the state took over the 
entire debt af ter it had been reduced from Rs. 86.4 lakhs to 
Rs. 20.5 lakhs between 1930 and 1934 and arranged for its 
recovery with 4% interest along with the land revenue over a 
period of 25 years. 

It was also said that in some cases the resources of thf 
debtor were so meagre that he was unable to pay even the 
reduced debt. For this a simple Rural Insolvency Act was 
necessary. There was an Insolvency Act passed in 1920, but it 
was intended only for debtors owing more than Rs. 500. Since 
the courts did not allow the benefit of the Act to debtors 
whose rights were protected from sale in execution the, Act yvas 
not helpful to the cultivator^. The Royal Commission pii 
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Agriculture recommended amendment, enabling debtors of less 
than Rs. 500 to have its benefit. This recommendation was given 
effect to in C P. and Berar and the Punjab. The Bengal 
Agriculturist Debtors* Act 1936 also contained Insolvency 
provisions. In other f provinces no such provisions existed. 
Similar insolvency provisions could have been made in other 
provinces 

Further, it was pointed out (eg., C. P. Land Revenue 
Report 1937) that after the debt had been reduced and instalment 
fixed, the debtor found it difficult to secure new credit until the 
last instalment had been paid. To avoid this difficulty* the 
Conciliation Boards should have allowed adequately for the 
current needs of the debtor while fixing his capacity to pay. 

Another objection was that the limit of the defat 
which could be conciliated was fixed too high in some provinces 
egit Rs. 50,000 in C. P. and Rs 15(X)0m Bombay. This minor 
matter cjuld easily be sec right by an amendment. 

Further Criticism related to the effects of the Debt 
Legislation on the co'operative movement. Co operative 
societies no doubt were given a privileged position by the Acts. 
In the Punjab co-operative debts could nor be touched by the 
Conciliation Boards In C. P and Berar, Madras, Assam and 
Bengal no settlement was valid without the previous written 
permission of the Register Co-operative Society. In Madras the 
Agriculturists Relief Act of 1938 did not apply to co-operative 
debt. The reasons for this treatment are obvious Co-operative 
societies keep regular accounts, they arc under government 
supervision and they arc not profit making bodies. Moreover, 
their advances come out of the common fund of members and 
concessions to some may be detrimental to others But it should 
be remembered that some advances of co-operative Societies 
were bad debts and their writing off would be good for the 
movement. It would give a more realistic picture of their 
assets. Hence all debts co-operative and others should have 
been taken into account before the debtors’ capacity to pay was 

fixed. 

But the working of the societies was affected adversely by 
the debt conciliation as pointed cut by the Reserve Bank of 
India’s Review in 1941. “ Because in many provinces a member 
owing a debt to his society can file an application before a 
Conciliation Board and suspend payment of his instalment until 
the award is made by the Board and approved by the Registrar, 
fhereby directly freezing the funds of the society irrespective 
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of the ultimate outcome of the application. Large amounts 
of cO'Operative funds have thus been locked up and the 
different processes of unfreezing them are hindered by wilful 
default and the disinclination towards debt repayment which 
has proved infe ctious and which is not enlightened by a due 
sense of discrimination between co-operative and other debts.”^ 

13, Creation of Alternative Agencies. — Another way of 
approach to the the problem was the creation of alternative 
agencies of finanicing the productive needs of the agriculturist. 
Of these the co-operative credit society is the most important 
which we shall discuss in the next chapter. Here we may take 
note of the legislation passed by the government under which 
loans were advanced by the government to the agriculturist for 
specified purposes. 

At the recommendation of the Famine Commission of 
1880 two Acts were passed in the eighties of the last century viz- 
the Land Improvement Loans Act, 1883 and the Agriculturist 
Loans Act, 1884. The former provided for the supply of long 
term credit for permanent improvements on land like construc- 
tion of wells and embankments. The latter provided for short 
term loans for current agricultural needs like purchase of seed, 
implements, manure and cattle. Loans under these acts have 
greatly helped the agriculturist especially during calamities like 
famines and floods. But their scope is limited and they contain 
inherent defects which have stood in the way of their popularity. 
Their chief defects from the point of view of the agriculturist 
have been : endless delays in getting the loan due to red tapism, 
rigid enforcement of repayment, petty exactions by the officials 
etc. The peasant was more attracted towards the money lender 
because he asked no questions, loaned promptly, never pressed 
for repayment, and was generally obliging. Even at best the 
government can only supply very limited needs of the 
hence the need for some o ther agency 

14. Present Position in Pakistan. — Such was the position 
of agricultural credit and debt before the creation of Pakistan. 
The partition changed the situation considerably. The money' 
lending classes, being mostly Hindus and Sikhs migrated to India 
especially from Western Pakistan. High prices had reigned since 
1941 which had not only reduced the real burden of the debt but 
also had enabled most debtors to pay off their obligations to 
money-lenders. No enquiry has been made since the partition 

(1) Reserve Bank of India, ” Review of the Co-operative Movement it\ 
India P. 9—10. ' ■ ■ . ' ' 
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into the debt situat on in Pakistan^ Presumably rural indebted-. 

ness h n n.ccaseO-t<>Kg-H<— pTDblCTrr~ ft 3T-tbe-time~beinp. ^But the 

necessities of agricultural 5nance remain. The old and most 
important 6gencyj the private money-lender, has disappeared. Un- 
less co-operative credit fills the gap adequately some new agency 
or the private money lender will appear sooner or later. If our 
suggestions regarding the reorganisation of the whole agricultural 
economy could be implemented, rural indebtedness need not 
arise as a problem again. The co-operative villages will have a 
proper cgency for finance which will be the integral part of the 
new organisation. In the mean-time the needs for credit arc on 
the increase especially on account of the situation created by the 
influx of millions of rcsourcclcss refugees from India. The 
recent floods in the Punjab have made this need all the more 
pressing in this province. Co-operation appears to be the only 
satisfactory solution. 



CHAPTER IX 


CO-OPERATION 

1.— Introduction. — The world today is torn between two 
ideologies. The one has reached its high water mark in the 
American industrial system and the other has manifested itself 
in the socialist state of the U. S. S.*R. The former system is 
commonly known as ‘Capitalism’ and the latter ‘Communism’. 
Neither of these systems arc pure embodiments of what their 
theories claim. But they have definite characteristics of their 
own which distinguish one from the other. 

Capitalism is based on private ownership of the means of 
production and freedom of private enterprise. The pivot of this 
system is the profit motive which moves individuals to labour, 
to organise and to take risks. Though monopolistic organisations 
have developed in various fields and economic life is controlled 
and regulated by the state in diverse ways, on the whole the 
system allows free competition in economic matters. Prices, 
wages, interest, profit and rent are all determined under more or 
less free operation of the forces of supply and demand, within 
the legal trame work established by the state. Individual free' 
dom has been claimed as the greatest boon of this system, even 
though such freedom involves economic insecurity for the less 
fortunate. 

Soviet Communism on the other hand is based on 
socialisation of the iVieans of production and does not 
permit free enterprise. Production is carried on under a planned 
system enforced by the sovereign power of the state, exercised 
through a virtual dictatorship of the Communist party, which is 
a minority of the population. Each man must find his place as 
indicated by the exigencies of the plan. The system seriously 
encroaches upon individual freedom, though it ensures employ- 
ment, and care in sickness and old age and thus grants a 
maximum of economic security. 

Both the systems have their weak and strong points. 
There is a growing body of opinion, however, which regards both 
of them as undesirable extremes. It is suggested that a 
combination of the best characteristics of Capitalism and 
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Communism could be achieved i( economic life of a community 
were to be organised on co-operative basis Under such a system 
individual freedom and private property m the means of 
production could be preserved without the concentration of 
economic power which is the bane of Capitalism. On the other 
hand instead of the personal greed encouraged by a system run 
on profit motive, a sense of collective good could be inculcated 
among the people without the regimentation of their lives 
involved under a full fladged Socialistic society In this chapter 
we propose to study the application of the co-operative principle 
in the various fields in the sub-continent, of India and its 
possibilities as an instrument and agency in the planning of 
the economic development of Pakistan. 

2. What is co-operation. — “ Every group of individuals,” 
says Strickland, ” associated to secure a common end by joint 
effort may be said to co-operate ; for instance, a football team, 
a gang of robbers, or the share-holders of a speculative company. 
A century of history has given to Co-operation with a capital 
‘C’a more precise meaning. It indicates the association of 
individuals to secure a common economic end by honest means ; 
It 13 also essential >n many forms of co operation that the 
individuals possess a personal knowledge of one another.” 

” The basis of association,” continues the same writer, is 
(i) voluntary, (u) democratic , voluntary becausr those only enter 
It who feel the economic need at which it aims , democratic, 
because those who feel a real need will be men of modest status, 


1 Some ofc-quoted definitions of Co operation are given below • — 

(i) '* The theory of co operation is very briefly that an isolated and power* 
less individual can by association with others and by moral develop* 
ment and mutual supporr, obtain in his own degree, the material 
advantages available to wealthy or powerful persons, and thereby 
develop himself to the fullest extent of his natural abilities By the 
union of forces material advancement is secured, and by united 
action self'teliance Is lostered and it is from the inter action of these 
influences that it Is hoped co attain the effective realization of the 
higher and more prosperous standard of life which has been character* 
Ized as better business, better farming and better living ” 
i MacUgan Committee Report, para 2 

(i) “ Co*operacion is the act of persons, voluntarily united, of utilising 
reciprocally their own forces, resources or both under their mutual 
management to their common profit or loss ’ Harricks. Rural 
Credits quoted by Calvert the Law and Principles of Co*operacloD, 
P 12 

(111) ' Co'operation is 8elf*help made effective by organisation.” Plunket 
Co-operation, p. 7. ‘ 


150 


ECNOMICS OF PAKISTAN 


who, if only the honest are admitted,- will not resent equality, 
will in fact meet most easily on an equal footing.’ “ 

Thus three characteristics of a co-operative society are 
notable : (a) it is voluntary, (h) it is democratic (c) the moral 
element in its aims is as important as the material. 

Co-operation is voluntary because no person is forced to 
become a member of a co-operative society. He becomes 
member only if he himself feels that joining the society will 
be to his good. Co-operation gives economic security through 
self-help without external pressure. “ Economic security could 
conceivably exist with a high degree of material prosperity in 
the s]a\’c state but at the jaricc of slavery.”^ 

Co-operation is democratic, because a co-operative society 
functions through a committee elected by members on the basis 
of ‘ one man one vote The membership of a co-operative 
organization is open to any one who wishes to join it and can 
derive benefit from it. In the distribution of the profits also 
the democratic principle is preserved. Only a limited amount 
of profit accrues to those who contribute capital. The surplus 
either goes to build up reserves to strengthen the financial 
back bone of the society or is distributed among the members 
in proportion to their dealings with the society. 

The third basis of co-operation is its moral outlook. It 
seeks to avoid exploitation of man by man. It gives equal 
opportunity to all and aims at creating the habit of self reliance 
and mutual aid among the members. It does not merely teacb 
better business but stresses the importance of better living. 

The scope of the co-operative principle in its practical appli- 
cation as wide as life itself. In the economic field a co-operative 
society can be organized for a vast variety of purposes. 
Production, finance, marketing are the well known fields. You 
can have societies for better living, education sanitation 
improvement in social customs etc. 

In a planned Economy co-operation can play a very 
- significant and effective role. It can make planning democratic. 
The local co-operative society can act in a dual capacity. It, 
can educate public opinion and awaken interest in the purposes 
of the plan and see that these purposes are properly implemented 


2. Strickland ; Co-operation in India, pp. 15-16. 

(1) Quoted by “ Co-operative Planning Commitree ” Report (1946) P. 4 
from Co-operative organization and Post War Relief ”, Published by Inter- 
national Labour office. 
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within the area of xts influence and jurisdiction On the other 
hand, it can keep the state authorities informed of the views, 
aspirations and reactions of local opinion Further, it can act 
as the economic unit through which the purposes and 
programmes of the plan can be realised 

One special feature of the co-operative principle of 
organization is its adaptability It is significant to note that 
capitalistic societies and socialistic societies have adopted this 
principle for their purposes While on the one hand it is open 
to dispersion of economic control into local units, on the other 
hand it is capable of achieving a high degree of concentration of 
control through the method of creating federations of smaller 
units 

3 Genesis of Co operation in Pre Partition India — ^The 
co-operative method has been tried in various countunes like 
Germany, France, Denmark and Sweden with great success It 
can be used, as we have noted, in the field of finance, retail and 
wholesale trade, production in general, m fact living in general 

In India its aid was sought primarily to solve the problem 
of the growing menace of Agricultural indebtedness Later it 
was extended to other fields as well, though credit co operation 
has always remained the most important field m this aub 
continent* 

Co-operation as a movement in India was already 43 years 
old when the country was partitioned m 1947 It would be 
instructive to trace its history and achievements before the 
emergence of Pakistan 

During the closing decades of the 19th century India was 
faced With the problem of rural debt, which was assuming 
menacing proportions. About this time the success of small 
village banks m Germany and Italy attricted the attention of 
those who were anxious to solve this problem Mr Frederick 
Nicholson, a Madras civilian was deputed by the Provincial 
Government to study the system and his report was published m 
1895 — 97 About this time Mr Dupernex in the United 
Provinces and Edward Maclagan and Captain Crothwaite m the 
Punjab were organizing credit societies which could be registered 
under the ordinary company law The Famine Commission 
of 1901 strongly recommended the introduction of credit 
associations The result was the passing of the Co-operative 
Credit Societies Act in 1904 

4 The Act of 1904 — ^The object of this Act was “ to 
encourage thrift self help and co-operation among agriculturists, 
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artisans and persons of limited means.” The societies were to be 
either rural or urban. Generally speaking in the organization of 
rural societies the principles of Raiffeisen - and in that of urban 
societies those of Schulze — Delitzsch (both pioneers of Co-opera- 
tion in Germany) were followed. Raiffeisen societies have ten 
or more members, joint responsibility about capital, unlimited 
liability, membership restricted to a village, no, entrance fee 
and no dividends. The Schulze model has wider membership, 
distributes dividends and pays office bearers^ charges entrance 
fees and has limited liability. The last one to attract capital 
from the better off people. 

The Agricultural Commission (1928) pointed out three 
features of the ^new policy which all along influenced the 
course of the movement in India. “ Firstly it was deliberately 
decided to restrict the operation of the Act to credit only. 
This was partly because of the importance of the problem of debt 
and partly the specially educative value of a credit society which 
could pave the way for other forms of co-operation. Secondly, 
the movement was not the out come of any popular -demand. 
It was the government which was anxious to ameliorate the 
condition of the people. Public enthusiasm had yet to be created. 
Thirdly, it was inevitable under such conditions that a govern- 
ment department should be established to take charge of the 
movement, until unofficial workers were forthcoming.” 
These features have stuck to the movement since its birth. 
It has been predominently a credit movement and the initiative 
and control have never passed out of the hands of the 
government. 

Credit societies were formed under the Act of 1904, and 
by 1911 — 12 there were in India 8,177 societies, with a member- 
ship of 4,03,318 and working capital amounting to 3.35 crores. 
Soon, however, certain defects were discovered in the Act. In 
the first place it did not give legal protection to societies formed 
for purposes other than credit. Secondly, " the growth of the 
number of societies and the difficulty experienced in raising 
capital locally, gave rise to the question of establishing some form 
of central organization to provide capital to local societies and 
also to supervise them^.” Thirdly, classification into rural and 
urbran societies was found to be inconvenient and unscientific. 
This led to the passing of the Co-operative Societies Act, 



(1) Repptt Royal Commission on Agriculture P. 444-5. 

(2) Report Co-operative Planning Committee (1946) appointed by Gov- 
ernment of India. P, 5. 



CO-OPERATION 


153 


1912» w hich sought to meet these defects in the following 
— ■ 

I (0 Non'credit forms of co-operation affecting purchase, sale, 
I production, insurance housing etc were recognized. 

00 New organizations for supervision, audit and supply of 
capital, were recognized 

(a) Unions consisting of primary societies for control and 
audit ; 

(b) Central banks i and 

(c) Provincial banks for supply of capital. 

(///) Instead of the old distinction between rural and urban 
societies, a more scientific distinction was made between those 
with limited and those with unlimited liability. The liability of 
a society of which the members were registered societies was to 
be limited. Societies which aimed at provision of credit and 
the majority of members of which were culivators were to have 
unlimited liability. The others were left to the option of the 
members in t his respect. 

The Act of 1912 considerably stimulated the growth of the 
movement. The number of societies their membership and 
working capital increased steadily. New kinds of societies were 
formed e.g., chose for sale of produce, purchase of manures and 
farm implements and ocher necessaries of the cultivator. In 
October 1914 thegovernraentappointeda Oommittee— Maclagan 
Commictee-co investigate whether the movement was developing 
on sound lines. This Committee in its report (1915) made far 
reaching proposals for the development of the movement. 

6. Co-operation — a Provincial Subject. — After the end 
of the war and passing of the Reform Act of 1919 the movement 
entered its second phase. Under the new constitution Co'opera* 
tion became a provincial transferred subject under the control of 
responsible ministers. During the early years of the new reforms 
various provinces cried to mould the movement according to their 
own needs. The province of Bombay led the way by passing a 
separate Co'operative Societies Act in 1945. The Provincial 
Government encouraged non-’official institutions for propaganda 
and education to promote the movement. Some provinces 
appointed Enquiry Committees to study the progress of the 
movement and to make recommendations. The principal 
inquiries were those undertaken by the King Committee (1922) 
which caused the decentralization of control and finance 
jn the central provinces, the Oakdep Committee «(1926) 
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which brought about a transfer of the supervising 
staff in the United Provinces from the Central Banks 
to the Provincial Unions. The Townshend Committee 
(1928) which sought to remedy the evils of lending on the 
basis of material assets rather than on character in Madras 
societies, and the Calvert Committee (19i9) which pointed 
out that the help of trained officers had been unwisely replaced 
by guaranteeing unions without expert knowledge in Burma.^ 
The Central and Provincial Enquiry Committees ( 1929 - 31 ) 
made numerous recommendations in this respect. They 
specially stressed the need for giving relief from ancestral and 
accumulated debt. ^ * 


— "~'"7r'~Inipact"o£'Depr'ession. — The movement showed rapid/ 
expansion until 1929 when the world wide Depression again' 
made prominent the defects which had been pointed out by 
the Maclagan Committee as early as 1915 and which had been 
concealed by the conditions., of _ post'war high prices and 
prosperity^—" — ‘ — 

With the Depression the movement received a serious set 
back. This may be regarded as the third phase of its development. 
Agricultural prices fell disastrously. Between 1929 and 1933 the 
value of agricultural produce in the Punjab, the best province 
from the point of view of Co'operation fell by 50%. Similar 
developments took place in other parts of India with depressed 
income of the farmer, with the burden of his debt increased, his 
capacity to pay back his obligations deci eased. He just managed 
to live upon his past accumulations which were available, if he 
was lucky, in the form of gold or silver ornaments of his women 
folk. In most cases he had to resort to the money lender to help 
him out. Condition of co-operative credit societies was bound 
to deteriorate under these circumstances. A number of 
Committees of Enquiry were appointed in different provinces 
to suggest ways and means, of meeting the situation. In 1934 
an experienced, co-operative officer was deputed to consider 
means by which the Reserve Bank of India could assist the 
recovery and px'ogress of the movement. He recommended 
a more thorough training of the co-operative staff and a 
sustained teaching of the co-operative principles to the 
members. Courses were thus arranged in several provinces to 
achieve these ends. In 1937 an enquiry was made into the 
movement in Bombay province by Messrs Mehta and Bhansali. 
In 1939-40 an enquiry was conducted in Madras by the 


(1) See Strickland : Co^opetation in India F. 60. 
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Vifayaraghavacharya Committee. Partly as a result of these 
enquiries various provinces of India passed their own Co-opera- 
tive Societies Acts to meet their local problems Bombay’s lead 
given in 1925 was followed by Madras (1932) Bihar and Orissa 
(1935) (ioorg (1937) and Bengal (1941 ) On the whole the decade 
before the World War 11 was a period of consolidation, recti6ca' 
tion and rehabilitation in the history of the movement. There 
was little expansion and official control was tightened. 

8, World War II and After.— -With the World War 11 
the movement entered its fourth phase. With the rise in 
agricultural prices the condition of the peasantry improved The 
members were thus in a position to repay their debts to the 
societies This improved their financial position Further, the 
deposits of central banks increased and the demand from 
affiliated societies for loans decreased Many banks were thus 
faced with the problem of surplus funds. In the country a 
spirit of planning was abroad. Even before the war ended 
various schemes for post war economic reconstruction were put 
forward e g , the Bombay Industrialists Plan, the Second Report 
on Reconstruction Planning issued by the Reconstruction 
Committee of Council of the Government of India All these 
planning schemes gave an important place to the Co-operative 
movement as a suitable agency for carrying out the purposes of 
the plans. 

As a result of a resolution passed by the 14th Conference 
of Registrars of Co-operative Societies in 1944, the Government 
of India appointed a committee consisting of 12 members under 
the chairmanship of Mr R G Saraiya, Chairman, Bombay 
Co operative Provincial Bank The Committee was appointed 
in January 1945 its terms of reference being “ to draw up a plan 
of co-operative development The Committee reported in 1946. 
Their recommendations covered almost every aspect of co-opera- 
tive activity. This Committee made a large number of 
recommendations for the reorganization of the movement 
They specially stressed the importance of Co-operation in any 
plan of economic development of the country Regarding the 
causes of limited progress of the movement in India they 
attributed it to “ the Laisscz Fairc policy of the state, the 
illiteracy of the people, and the failure of the movement to 
tackle the life of the individual as a whole The other causes 
being the small size of the primary unit and undue reliance on 
honorary services with resultant inefficiency in management^.*' 


(1) Co-operative Planning CotnmUiee Report p 12 
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No notable development took place between tbe end of 
the war in 1945, and partition of the country in August 1947. 

9. Progress of tbe Movcnjcnt. — The following table 
Rives an idea of the growth of the movement in pre-partition 
India." 


All India Figures. 


Years. 

No. of 
societies 
(1.000) 

No. of 
members 
primary 
societies 
(lakhs) 

Working 
capital 
(Rs. crores) 

Aviirngc for 5 yrs. ending I9I4-15| 

12 

5.5 

5.48 

rf ft 

t> 

1919-20 

28 

11.3 

15 i8 

tt ft 

ft 

192-1-25 

58 

21 5 

36.36 

M 11 

19 

1929-30 

94 

36.9 

74.89 

11 It 

11 

1934-35 

1,06 

43.2 

94.61 

t1 >> 

11 

1939-40 

1.17 

50.7 


For the year 


1942-43 

1,46 

69.1 


•1 •f 


1945-46 

1,72 

91.6 

164.00 


The progress of the movement, however, was not uniform. 
This is indicated by the table given below : — 


Based on the figures for 1945-46. 


Pre-partition (Major) 
Provinces. 

Population 

millions. 

No of socie- 
ties per lakh 
inhabitants. 

No of mem- 
bers of 
primary 
societies 
per 1000 
inhabitants 

No. of 
annas of 
working 
capital per 
head of 
population. 

Madras 


51.8 

30.7 

36 0 

1183 

Bombay 


21.9 

33.1 

49.1 

258.6 

Sind 


5,0 

18.9 

13.8 

149.8 

Bengal 


62.3 

69.5 

26.9 

592 

Bihar 


38.3 

24.2 

6.8 

11.7 

Orissa 


9.2 

34.6 

16.9 

29 3 

United Provinces 


56 5 


15.3 

14.2 

Puniab 

• •• 

29.9 


37.S 

129.1 

Central Province &. Bihar 

17,8 


10.9 

49.3 

Assam 



24.6 

16.9 

23 8 

N.-W.F. P. 

• •• 

3.5 

31.0 

9.6 

24.7 

T otal all Provinces 

• • • 

309.0 

45.3 

24.6 

74.7 


(1) Compiled from the “ Statistical Statement Relating to Co-operative 
Movement in India ” published by Reserve Bank of India. 
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Pre-partition (Major) 
States. 

Population 

inlUions. 

No of socle* 
ties per lakh 
inhabitants 

No. of mem- 
bers of 
primary 
societies 
per ICOO 
inhabitation 

No of 
annas of 
working 
Capital per 

1 need of 
population. 

Mysore ... 

78 

32 4 

28.8 


Barada 

3. 

44.4 

38 3 : 

946 

Hyderabad ... 

17.1 

67.5 

31 5 

499 

Travancorc „ 

66 

245 

30 7 1 

22 4 

Kashmir .. 

4.4 : 

88.3 

241 

36.4 

All States ... 

61.3 1 

52J 

25 5 

51,3 

All India 

3703 

4f.S 

24 7 

70.9 


The above tabic shows that the Punjab and Bengal were 
leading in the matter of the number of societies. As regards 
mcmbcrshiD Bombay stood first. Punjab came after and was fol- 
lowed by Bengal. As regards working capital Bombay topped 
the iNt, followed bv Sind which in its turn was followed by 
the Punjab. Thus Pakistan areas, especially the Punjab, were 
comparatively well ad va need In Co'operation. On the whole, 
however, the movement had onlyafiTected a small portion of 
the population of the countr y. 

Effect of Partition. — ^The partition, as we have 
already noted somewhere, was accompanied and followed by the 
mass migration of people from one Dominion to the other. 
The migration of non-MusIlros from Pakistan, especially Wes- 
tern Pakistan left the economy of the country in a state of 
paralysic. In the words of the Marketing and Co-operation 
Adviser to Pakistan Government, lakhs of money-lenders, who 
had financed the crops, were gone, thousands of co-operatives 
were rendered inefiecrive as SectetaAes, Ysfianagers, CaVniers, 
Accountants etc. had left and hundreds of branches of Joint 
Stock Banks closed due to the departure of their staffs.” 
“The banking organization,** says the State Bank Report, 
“ suffered what appeared to be irreparable damage and almost 
all the banks closed their doon or cuntailed their activities.*’® 


CO S. A. Hussain: “ Co'opewtion a Way of Life” Co-operation and 
Marketing Review. April 1930, pp 216-17 , ^ 

(2) State Bank of Pakistan : Report of the Central Board of Directors 

1948-49, p. 3. 
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Thus the same causes that curtailed the activities of the 
co-operative created greater work for them. The gaps caused by 
the migration of Hindus in the field of agricultural cradit, 
financing of cottage industries, marketing of produce both 
industrial and agricultural and banking operations in general, 
had to be filled. The Pakistan areas w ere alre ady_Jes 3 _,d eve" 
loped with respe.ct.,to-modemjfinancia l insi tituons. The insti- 
'tufions and individuals who carried on Tfie “functions of 
finance and trade were predominantly non'Muslims. Their 
leaving the country — and with their assets in most cases — 4t such 
short notice, was bound to paralyse the economic life of the 
nation. Crops were rotting for want of marketing facilities, 
the agriculturist and the artisan did not know which way tb 
turn for credit facilities. .Thej £__w.as.^lar ge scal e un^m^ploy- 
ment among the cot tage, workers^the.producers of'EarTd'liiaHfc: 
''1mi3_a,r.tistLC^ticles,‘-the-- * ma rket~£on_whi^“]^jeith^r2:e.3fist^^ ^ 

'^^T^ia, the ^trade rejations..w-ith. vyh i ch country'" had almost^ stop' • 
ped or in_.pt1Ber foreign countries with.,which' the fipnrMus- 
'■lims 'had developed - tradejinks. The wholesale, retail, import 
arid export trade all suffered in varying degrees. More over 
refugees from India poured into Pakistan in lakhs. Among 
them were small agriculturists and artisans whose credit needs 
had to be looked after and they had to be fitted into the economy 
of their new home land. Added to that was the problem of 
the post war resettlement of the retired military personnel. 
The only agency which could come to the aid of the people 
was the co-operative organisation which in its turn had 
suffered through losing its trained staff. This vicious circle 
had to be broken. And it was brok en-4du:o.jjgh_-the^sheerL 
pressure of^^n.ecessity al^ ^ tbe. ~€rira-~determjnation--of™.the. 
people rjjo^ee that Pakistan ..was ..made^, a .success.. Under the 
eadersiiip of tfie Provincial Co-operative De'paf tments the 
existing societies were vitalised and new societies formed as the 
leed arose. Before the year 194,7 was out the outlook was 
mtirely changed. The credit societies began to function and 
idvance loans. Co-operative Central Banks, especially in the 
Punjab and N -W. F. P., not only financed the> movernent of 
igricultural produce but also took up commercial banking. In 
ffie field of production flour milling, rice husking and cotton 
ginning was undertaken by single or multipurpose societies, 
phe artisans and technicians coming from India were provided 
occupations through the formation of industrial co-operatives. 
Societies were formed for spinning, weaving, manufacture of 
'ootcvear and other leather articles etc. Within a few months 
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their turnover ran into crorc*. “ By the end of 1947, the 
prices were stabilised, confidence was restored and the financ- 
ing and marketing of agricultural produce were fully resumed.”* 
11. Provincc'wise Position in Pakistan— The post'partl* 
tion position of co-operation in the provinces of Pakistan is 
revealed by the table* given below 


Province 

Societies 

Members 

Working 

capital. 

(Pak) Punjab 

Sind 

N,-W. F. P. 

E. Bengal 

Bahawalpur State ... . 

Total Pakistan ... j 

Indian Union 

15.000 
2.000 
2,000 i 

26.000 
400] 

8,38.000 

1,00,000 

50.000 
10,00.000 

12.000 

Rs. cror«s 

22.0 

7.5 

1.3 

19.0 

.2 

45,400 

20,00,000 1 

50.0 

1,00,000 

1 

80.00,000 1 

j 100.0 


The above table shows that relatively to the size of the 
country and its population Pakistan is more advanced in the 
fieid of Co-operation than India. While Pakistan’s population 
is one quarter that of the Indian Union the number of co- 
operative societies in Pakistan is 45^, their membership 25% 
and working capital 50% those of India, The percentage of 
working capital Is more significant because that reflects the 
scale of operations of the societies. 

Among the provinces of Pakistan the Punjab leads as was 
the case even of the Punjab of pre-division days. The popu- 
lation of the Punjab is about 20% of the total population of 
Pakistan but the province has 33% of the total number of socie- 
ties 40% of their membership and 44% of their working capi- 
tal. Assuming the total population of Pakistan to be 8 crorcs 
and assuming chat each member of a co-operative society tepre- 
senis a family of five, the total population affected by the 


(1) S. A. Hussain op clt P. 117. 

(2) Table taken from ’* Co-operation in Pakistan ” by K. M. Basbit 
Ahmad Khan. Hon. Secretary All Pakiatan Co-operative Association. Pakl?- 

'iin Economie Journal VoL If -No* 2 » p-" 79. * * . 
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movement is one crore, or 12% of the total population of 
Pakistan. On this basis also the Punjab stands first. The 
population of the Punjab is 1,6 crores and the population 
affected by co-operation 8 4X5 or 42 lakhs or over 25% of the 
total. In the case of East Bengal. This percentage is only 124%, 
in N.'W. F. P. 12%, and Sind 11%. 

^ Not only quantitatively but qualitatively also- the 
Punjab leads in the movement. In the newer forms of co' 
operative adventure it is the Punjab which has mostly taken 
the initiative e.g. in co-operative farming, in multipurpose 
societies etc. As the working capital of Punjab societies shows 
their financial position is also better than societies in the 
other provinces. 

12. Structure of the Movement— The following diagram 
•indicates the'structure of the Co-operative movement as deve- 
loped in the Indo-Pak sub-continent - 



I ! 

( 1 ( . 

\ j Agriculral. Non-agriculture. 

Agricultural. Non-agri- 
cultural. 

Before we proceed further, it is necessary to say a few 
words about each of these forms of co-operative organization 
and its functions. We shall start from the apex the Provin- 
cial Bank and come down to the primary. 

13. Provincial Co-operative Banks .— Each province has 
a Provincial Co-operative Bank which t he~ aipex*To£^he 
'movement—in-the-.-provAnGer'^These^banks finance, co-ordinate 
■ian^^^rft1fol~The"v^f^ of Central Banks of the province. 
They serve as clearing houses for the excesses and deficiencies 
of the working capital of Central Banks. They serve, moreover 
as a link between the general money market and the co-ope- , 
fatiye primary societies in the villages. Generally speaking; 
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the apex bank does not deal directly with primary societies, 
but through Central Banks, except in areas in which Central 

D — J T~ Cj-J <.e r ' — ^__1 tJ -.1 - U- . 


different provinces. In Smd, for instance, the membership is 
open to societies and individuals , in East Bengal and the Pun- 
jab only societies can become members. Their financial posi- 
tion is much sounder than that of the Central Banks 

Since the Provincial Co operative Bank of undivided 
Bengal was situated at Calcutta, East Bengal had to establish a 
new Provincial Bank. This was done in April 1948 under the 
name of East Pakistan Provincial Co-operative Bank. This 
Bank, not only finances the credit movement through Central 
Banks of the province, but also undertakes commercial bank- 
ing as has been the practice of other Provincial Co-operative 
Banks of Pakistan since the partition 

14. pentra l Co-operative Banl^— The Central Banks 
have been organTsed' s'irice of the Co-operative 

Societies Act, 1912, to finance the primary societies and to act 
as their balancing centres. Such banks make it possible to 
draw capital from a wider field for the benefit of primary 
societies They also help in adjusting and balancing the ex- 
cesses and deficiencies of working capital of primary societies 
within the area of their jurisdiction. Besides financing socie- 
ties they do other banking business like accepting deposits, 
collecting bills, cheques etc. Sometimes they also advance 
loans to individuals against real property. In Pakistan after 
partition these banks took to cammercial banking to fill in the 
gap caused by the closing down of joint stock banks. Their 
area of operations vanes. Sometimes it is a districts and 
times a as the ettcumstances tequite. In Sind theit 
operations extend over a taluka and they are called Taluka 
Co-operative Banks. In N-W. F. P* since the partition, the 
District Co operative Banks have been merged into the Fron- 
tier Co-operacive Bank, which has an all province jurisdiction, 
analogous to Provincial Co-operative Banks of other provinces 
^Central Banks may be mixed or pure. Me mbership of 
mi^d CJentraL-d anksJs operT to tiTdtvidnalr'a5''WelPa3 to'sot^'^ 
ties ^The pure type i s a truly federal Central Bank and admits 
- - - • • ■ ' - “ s^re^ardefaRTCfe 

the^Bj in]ab__an d 
’ "Union* 
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An enquiry into the working of Central Banks by the 
Reserve Bank of India in 1940'4I, showed that in some proviti' 
CCS, which included the Punjab, they were in a sound condi- 
tion, while in others which included Bengal, their condition 
was not satisfactory. In general these banks showed excessive 
over dues and had bad debts which in many cases exceeded 
their owned funds. Their failure was attributed by the Reserve 
Bank Review to reckless over financing of societies, .ms^cient 
supervision, disregard of sound banking principles and defective 
organization of primary units h 

Their present position in.the,JRakistan. Provinces is quite 
sound. ~ ■ — 

They have dorre yoeman, service to the people since the 
partition, especiallyJaThe'lPuhiab-and - N».W, K,KZn^Bbugh^'th^^ 
* Central Banks '^were_ primarily^ create_d, for ^ financing primary' ” 
' societies, . these .banks„after.partitiqh_assjjmed_^he_rqle__^bf 'Jcfint’"' 
Stock Banks to_jDyercom.e. the banking crisis that faced the 
,, "country. They helped the g6v^rynnimf_an3JtKe_g^^ 

11 "hy . under tak ing com m'^'aaT'IFunc tTo ns. In the Punjab, for 
[i instance ,"£^ 6*7 were appointecTagents for the purchase and sale of 
cloth, agricultural commodities and controlled articles. They 
financed individuals, members and non-members, bj^ advancing 
loans against stock-in-trade, jewellery, agricultural produce and 
trust securities. They managed in the Punjab, during the first 
year after partition, 40 purchase centres of rice and 
^ husking^nulls. Their total advances to societies and other 
dealers were Rs. 1.5 crores, Rs. 3.5 crores, and Rs. 2.5 crores in 
1947'48, 1948-49 and 1959-50 respectively^ 

In the Frontier Province co-operative banks achieved 
similar results. Not only a Frontier Co'operative Bank was 
established but the four existing Central Co-operative Banks 
were amalgamated with it. The constitution of the bank was so 
changed that the bank could make short term advances to 
individuals and firms, other than co-operative societies on 
• security of goods, and jewellery and bills. “ Drafts and Bills of 
businessmen throughout the Province ” wrote the Registrar 
Co-operative Societies of the province in 1949, “ are being 
handled by the Frontier Co-operative Bank. The working 
capital of the Bank is now about two crores as compared with 


(1) Review of the Co-operative Movement in India p. 12. 

(2) Ch. Sultan Ahmad (Educational Assistant Registrar Co-operative 
Soclctic sFuniab) “ Recent Trends in Co-operative Movement in the Punjab, 
Co-operative and Marketing Reviev^ October 1950 P. 322. 
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28 lakhs just before the partition*.” The Bank finance,! the 
fn°^Ee Sugar Mill and Distillery Limited and helped generally 
m the revival of trade, safeguarding the consuiners against 
profiteering and black-marketing on the part of the new enter- 
Risers who took the place of trained and experenced non- 
Mushms after the latter’s migration. 

Pakis?n'is"g?ven"'be'low:- and Central Banks in 

No : of Banks ... 139 

No : of members ... 56,379 

Share capital ... Rs. 90.84 lakhs 

Reserve etc. ... Rs. 242.83 „ 

Working capital ... Rs. 2509.62 „ 

tln ion^— While the membership of 
provincial and Central Banka isopen to individuals and societies, 
the members of Unions arc only societies^ 

Unions may be of three kinds 


(<x) Guaranteeing Unions (as in Bombay and Burma in the 
past). 

(b) Supervising Unions (as in Madras and Bombay). 

(c) Banking Unions (as in the Punjab). 

Unions are sfederations of societies within a certain area, 
nianaged by a committee representing the member 
societies. The Unions perform the functions of super- 
vision of primaries and also serve as links between them and 
the central financing institutions. The system of supervision 
been found satisfactory. It is supecificial and overlaps 
with the work done by the inspecting staff of the financing 
®sencies. A banking union could do the work of supervision in 
addition to financing. And this is the usual practice in 
Pakistan. 


, 16. Primary Societies Agricultural Credit.*;3A_primary 
^Agricultural Cre dit-Society — can.-hp-fi3im gd by ten or mo re. 
>peES^ ^ ^ . .^..1 .’_fGt-JC^istrationltQ_-thc.j 

•Ji-east ■ V : ”7 Each province has onej 

■ ' ' : ■ ’ 'Provincial Department 

_ 'Phf»_ar.>a _of apetatio n of such a society is 
'Usually a village. This is to ensure mutual knowledge 'and' 


CO “ Review of Co-operation in N. W F. P. by Mohammad Yunus 
Rfighttar Co-operative Societies N. W, F. P. Pakistan Economic Journal 
Vol. I No. 2. P. 42. 
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on_. _ the part of members. The l iability 

PnIimite'3r'"' The~Mifear-- ^ confidence^ 

hr tlie minds --of- the.._out5id.eLS_„an3^ to stifmJiate Ihiitual 

•^htfol and^superyjsion .ampna^thcfmei^^ w'orHng"'^ 

'capital is derived _from . entrance .fees, "deposits* and share capit^r 

J^mong^_the7Ta£^stah.“p^ovince8 it is 
only in the Punjab that 'sharc"'capital i^ issued.’ “Capital "is 
?Jl° J 9 utsi deHoans *'a’n'd;T,’d'ep(:i"slts''T rom govern- 

mcht,'Tfbm dtVcr ’sbcietierand"Tfom''c and Provincial 

Banks.- ' ' ' " — 


^ Loans are given to members for (/) productive pu rposes 
like (a) short jterm credit for curren t _ag^nculfural„operatipns„ 
and (b) long term , credit For perma^nent improvements .of_land»_ 
(ft) for unproductive purposcXJn. moderate... amounts e.g., for 
marriage ceremonies etc. and (m) for. redemption. .oif....olci debts._- 
Loans fare usually -given, .on personal security and sometim es 
on" security of property etcl Repayment"ls“’ allowed"-dhIeasy^^ 
instalments. In the case of disputes arbitration is provided. for 
to discourage litigation. The Registrar can. disolve a societyj£_it_- 


does not improve its vyorking in ..spite warnings;-- 

Every society is required by law to build up a Reserve 
Fund, to which all profits arc credited in the case of societies 
with no share capital* In the case of others, 25% of profit is 
carried to this fund. Ten per cent of the profit, if the Registrar 

allows, can be spent for charitable purposes. .. 

“ — --A'Ccdums“of''th'e"“sbci'ety 'are annually audited by ofiicers 
deputed by the Registrar. The societies enjoy certain privileges 
like exemption from stamp duty, registration fee and income- 
tax. Their shares cannot be attached and they have a prior 
claim over creditors. 


The, management of an Agricultural Credit Society is in 
the hands of two bodies viz., the General Committee consisting 
of all the members and the smaller .Managing Committee elected 
by the General Body, The current business is disposed . of by 
the Managing Committee e. g. granting loans, admitting new 
members etc. The General Committee elects the Managing 
Committee, appoints the paid Secretary, amends by-laws etc. 

The working of the co-operative credit societies in most 
of the provinces of pre-partition India was far from encouraging. 
In 1934» Sir Malcolm Darling found that during the thirty years 
life of the movement as much as 24 per cent of the total number 
of societies started had gone into liquidation. The percentage 
varied from 9 in Bengal to 49 in C. P. and Barar. This involved 
a prodigious waste of time, effort and money. 
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The Reserve Bank Reviewing the movement in 1940 
^ouna that the finances from the external sources played a 
Jisproportionatcly large part and the Reserve Fund in many cases 
was created without making any provision for bad debts, 
and was often invested in the societ*s own business k The 
conclusion of the Reserve Bank was that the element of thrift 
in the movement was small. “Indeed the ^financfal^distributofy, 
systemT in the words of the Reserve Bank ^Review, “is largely a 

‘^anpeTfor t" ^ '• r - i .t — 

jthrough5he_ * s 

thence p • i 

of’so cietie s.^** 

InTaddition to the initial weakness the Depression of the 
thirties hit the credit societies hard. Their position deteriorated 
considerably. At the end of 1939-40 one half of their out" 
standing loans of Rs. 23.14 crores were overdue. This 
percentage was 46 in 1940'4l. That co-operative credit was 
contracting in pre-division India is revealed by the fact that 
during ten years ending 1938-39 there was a drop of 50% 
(from Rs. 12,55 crores to Rs. 6.75 croresi in the amount of fresh 
loans issued to individuals by agricultural societies. 

Another indication of the weakness of the movement was 
that In four provinces of pre-partition India over 4% and in 
three provinces about 25% of the total number of societies in 
1940 fell under D and E Class (‘bad’ and ’hopelcb*) and only 
10% in six provinces came under A and B class (Very good^ and 
good’}. Further in 1939-40, “nearly 9% of the total number of 
existing societies were in the process of liquidation, the per- 
centage being more than ten in respect of seven out of the eleven 
provinces and as much as twenty-eight in one instance'^”. 

The immediate causes of the stagnation were the economic 
depression of the thirties and to some extent the debt legislation. 
The latter adversely affected the societies because in many pro- 
vinces a member owing a debt to his society could file an applica- 
tion oefore the Conciliation Board and suspended payments of his 
instalments until the award was made by the Board and approved 
by the Registrar, thereby directly freezing the funds of the 
society irrespective of the ultimate outcome of the application. 
Large amounts of co-operative funds were thus locked up 

(1) Review of the Co-operative Movement in India op cit. P. 6. 

(2) Ibid P. 7. 

(3) Ibid P. 8. 
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paralysing the working of the movement. The basic cause of 
the weakness, however, lay much deeper, the most fundamental 
among these being the indifferent observance of the co- 
eperative principles during previous years of comparative 

-- ‘ ^ _ — 

During the World War II the financial position of the 
/credit movement improved considerably, because of the pre- 
vailing high prices of the agricultural commodities and the 
ability of the members to honour their obligations to the 
societies. The same conditions prevailed during the two 
years between the end of the war and partiti on . o f ,the 
, country.^, The rehabilitation of the movement however, was of 
different degrees in different provinces due to different local 
conditions. On the whole the Pakistan provinces especially 
the Punjab and Bengal were among those which fared better due 
to their agricultural prosperity. 

After the partition the need for agricultural credit increased 
due to the migration of non-Muslim money lenders. Agricultural 
credit societies, however, have not made much progress’ during 
the post partition period, because attention has been concentrated 
on other forms of co-operation. Moverover, due to compara- 
tively high prices of agricultural produce the cultivator has not 
been hard pressed for loans. In the Punjab for instance, in the 
words of an Assistant Registrar of the movement “ the credit 
movement of the province has suffered a setback to a considera- 
ble extent, a good number -of societies being in a moribund 
condition.”^ This is not a satisfactory state of affairs in a 
province which has always led in the matter of co-operation. A 
well organised system of credit cannot be dispensed with 
especially when the old sources of credit have dried up, and 
when “ The Muslim money JerLders, who^are^raduallv-springing, 
up in the province7afe]TeHe\^djp bejunJbusinessdike.andjtather- 
^o rT^aB lr‘Tlt|n7lh'ei£L This branch of co- 

operatlon~tHuslieeds more attention than given to it since the 
partition. 

Even so the agricultural credit societies far out number any 
other type of societies in the Punjab. Out of a total of 13,935 
societies, there were 7,908 agricultural credit societies in this 
province on 31st July 1249. Their membership exceeded 2 lakhs 
and working capital amounted to Rs. 2.11 crores. 


(1) Ch. Sultan Ahmad in 
cit. P. 322-3. 

(2) Ibid. P. 323. 
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AH Pakistan figures also reveal the same position. Thus 



Total all 
societis 

Agricultural 

credit 

societies 

% of 2 to 1 


I 

2 

3 

No. of Societies 

48,403 

36,221 

76% 

No. of Members 

21,00,648 

9,25,952 

44% 

Share Capital paid-up | 

Rs. lakhs ^ 

4.01*49 

92 00 

23% 

Reserve and other Funds i 
Rs lakhs 

6,66 74 

i 

2,65 00 

40% 

Working Capital Rs lakhs • ' 

39,65,05 

7,02 26 

19% 


The above table reveals that three quarters of the total 
societies in Pakistan are agricultural credit societies. Their 
importance in membership! however, is less than half and in 
working capital about one fifth. Thus while their number la 
large the ir size is comparativeW smair&nd tneir o^raaons ve ty 
restscricted. ' " ' * , 

— ■ ^-ITT^gricultural Non'crcdit Societies — Asncultural. 
nnn.c.r«>dir woc.iptipo Hid, ti nf fift.irp-!pp_tn t he Same ext ent in 

pre- partition _ I ndia _ as _ creditJOCieties, and weir nu mber in^ 
ZP ^istan 13 ,al 3o_stiILcomparativhly~-smalL^tu»3pite^otL,the^jnew 

stimulous given to tl^mjn^recent years 

Non credit "^co-operation did not progress at the same rate 

as credit cooperation in pre-partition India because of various 
reasons, among which were (jcO The Act of 1904 ^^de no 
provisions for such societies, and it was only after the Act of 
1912 was passed, that such societies began to be formed (p) In 
other countries““e g , Europe and America also the imn-credit 
movement developed later and much slower than the credit 
movement, due to greater training and experience necessary 
for running non-credit societies (c) the industrial backwarness of 
the country and illiterary of the mass of the people also 
stood in the way (iv) Finally credit societies in many cases also 


(0 Statistics taken ftom S A Hussain Co-operative and Marketing 
Reyiew April 1950 op-dt P. 122 
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took up npn^redit functions -~sucli as purchase ofjmpleraents. 
seed and manures etc. T '"' 

. In later "years, however, non-credit societies, specially 
agricultural non-credit societies, received considerable attention 
and showed good progress. They were introduced over ^ 
large field of agricultural operations e. g. sale of 
agricultural produce, production and sale of -implements and 
manures, development of irrigation projects, insurance, 
consolidation of holdings, opening of state aided dispensaries 
and schools, introduction of improved methods of cultivation 
general yillage_up_lkft etc. 


The relative position of agricultural non-credit societies to 
agricultural credit societies in Pakistan is indicated by the table 
given below : — 


Anrlcultural 
credit soclctiea. 


Agricultural 


Non'Credit Societies. 


Ccr»ttal Marketing Farming Total 


No. of Societies. 

36,221 

6 

3,224 

203 

2,045 

5,478 

No. of Members 

9,25,952 

1,947 

292,788 

13,429 1,13,862 

419,026 

Share capital paid 
up Rs. lakhs. 

92-00 

8-38 

66-24 ' 

•07 

2-27 

76-96 

Reserve Sc other 
funds Rs. lakhs. 

265-03 

1-53 

f 

30-38 

‘82 

4-96 

37 69 

Working capital 

Rs. lakhs 

70276 

16-66 

182,37 

1-04 

12-22 

212-19 


It Will be seen that as regard number non-credit societies 
are only 13% of the total agricultural societies, but their 
membership is almost one third, share capital almost one half 
of the total and working capital one quarter of the total. These 
societies are thus larger in size and have much wider financial 
operations. 

A few words about the progress made in Pakistan by the 
important types of non-credit societies will not be out of place 
here, 

18.-^CQsop^]CatfeJ^ark^pj the various kinds 

of agricultural non-credit societies marketing societies deserve 
special attentio.i). This is jjot merely because they tjbe 
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numerous in this category but also because of the very good 
work done by them in the various provinces of Pakistan since 
the partition. 

During pre'partition days the agriculturist seller suffered 
from many disabilities some of which srill persist. 
Because of these he failed to get a fair return for his 
produce. His indebtedness to the raoncy'lender, his lack 
of reserves* defective transport facilities, lack of 
ware houses, lack of information about price movements, 
corrupt practices in the markets etc. all seemed to conspire to 
defraud him of his fair price. Mtrkettng through co-operative 
societies was suggested as a remedy. But much could not be 
expected from co-operative marketing so long as the agriculturist 
was financially in the grip of the money lender. The money 
lender is no longer an obstacle in Pakistan. But some of the 
difficulties still remain. Transport facilities arc still inadequate, 
proper ware houses do not exist and there is a serious lack of 
trained and honest personnel for purposes of running co-operative 
marketing societies. 

In spite of these handicaps, however, co-operative market- 
ing has made a fair progress In Pakistan. There are over three 
thousand marketing societiesof which 2,327 are multi-purpose co- 
operatives and 397 afterswhich carrying in marketing operations 
alone. Their membership respectively Is 2,10,111 and 82,677. 
They arc found mainly in the provinces of East Bengal, Punjab 
and N. W. F. P. They have a paid up capital of Rs. 66 lakhs and 
Working capital of Rs. 182 lakhs. The tendency is not to 
establish purely marketing societies but create multipurpose 
societies with marketing as one of their functions. 

In the N. W. F. P. the activities of marketing societies were 
responsible for revival of trade after the post-partition crisis. 
These societies safeguarded the interests of consumers and 
producers against profiteering and black marketing on the part of 
inexperienced middlemen who entered the field of trade after 
the migration of non-Muslims “ In the prc-partltlon period,’ m 
the words of the Provincial Registrar, there were Syndicates for 
wholesale distribution ot gram, cloth, sugar, and other controlled 
commodities and similarly there were retail depot-holders ^ in 
villages and towns for retail distribution* As a result of partition 
theseT. .t..' ■ properly and the Govern- 
ment 'x'*'.* : • -^ith regard to distribution 

of cer- ' , : ■ ! . • .. ■ Co-operative Department 

undei-. ■ ■ ■ . ■. kI , : ative Whole sale Associa- 

tions, which were multipurpose organisations. The main object of 
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these Associations were to arrange the import and distribution of 
necessities of life, agricultural implements ’etc. and also to arrange 
for the export of the produce. These Associations were 
federated into the Provincial body called the Frontier Co- 
operative Marketing Federation. 

In the Punjab the multipurpose societies were also mostly 
established after partition primarily as marketing societies. The 
produce was rotting in godowns andjthere were no buyers since 
the Hindu middlemen had gone. Towards the end of 1947 
paddy was selling at Rs. 2 and cotton at Rs. 6 a maund. It was 
thus that a chain of co-operative shops was opened in the 
important markets. They handled business relating to the 
purchase and sale of member^s produce and supplied to them 
their various requirment as consumers and producers. In 
addition these societies ran rice husking mills, cotton ginning 
factories, flour mills, oil expellers etc. 

In East Bengal, apart from 1,671 multipurpose societies, 
which also undertake marketing, there are 786 purely purchase 
and sale societies, These societies undertake marketing of 
paddy and rice produced by members. Some also own rice 
mills, one owns a match factory as well. One important society 
of Naogaon holds a monopoly of Ganja (a kind of intoxicant). 
In addition this society runs a number of primary schools, 
a veterinary dispensary and three charitable dispensaries. The 
society used to supply ganja to the whole of prepartition India, 
and made large profits. Since partition, however, its business 
has considerably contracted. 

19. Co-o perativ,e„.Farini ng.^ The application of the 
co-operati^e’pfinciple to farming' has been widely suggested as 
a compromise between capitalistic faiming and state farming on 
the one hand and small peasant farming on the other. It seeks 
to preserve individual rights in the means of production, 
land or equipment or both and at the same time secures 
the advantages of large scale operation in agriculture. Co- 
operative farming has been successfully tried in Italy, Bulgaria 
and Palestine. The Russian collective farm also has the domi. 
nant features of a co-operative farm. 

In Italy two varieties of co-operative farming have been 
adopted CO Conduzione untia in which land is cultivated 
jointly, the means of production are owned by the society and 
the members work on the basis of wages. The surplus profits 
after providing for reserves are distributed among the members 
in proportion to wages earned, (i7) Conduzione diyisfi under 
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which members cultivate their land (taken on lease) individually 
and the society supplies common services like credit, marketing, 
costly equipment etc. In Bulgaria most of the societies follow 
joint farming. In Palestine two types prevail : (/) The Farmers 
Settlement, in which the members work on the farm and own 
nothing not even wages. All their needs are looked after by 
the society; (//)The “Small Holders Settlement in which members 
work as individual farmers and the society helps them in 
certain operations like cultivation of certain areas and crops, 
irrigation, sale of produce, purchase of requirements, which arc 
undertaken collectively. 

Thus co-operative farming can assume various forms. On 
the one extreme every thing, land equipment, labour etc. may 
be pooled and the workers may be ensured their subsistence 
and other essentials of life as is the case with the Farmer’s 
Settlements in Palestine, On the other extreme the peasant 
proprietors may carry on their farming individually and only a 
few services like credit, purchase and sale may be provided, 
co-operatively, (n between these extremes the co'operative 
principle can be utilised in varying degrees. 

The Co-operative Planning Committee appointed by the 
Prepartition Government of India favoured the introduction 
of a method of farming which, without affecting any of the 
fundamental social institutions or customs and interfering with 
the frame work of private property, will give increased produc- 
tion.*” We would add that the system should not only give 
increased production through giving scope to the application 
of science to agriculture, but it should also ensure that the total 
produce after meeting costs etc. is distributed mainly among 
those who with their work have contn'hutecf to its production. 
A co-operative society, embracing a village or a collection of 
villages formed for the purpose of pooling the resources of the 
members for better farming and better living, is the best kind 
of organazationto achieve these purposes. 

To come to greater details we would recommend the 
scheme put forth by Mr. Tarlok Singh in his book ; “ Poverty 
and Social Change,” which has been widely commended as most 
suitable for conditions prevailing in India and Pakistan. This 
scheme was also endorsed by the Planning Committee above 


(1) Report of cic p. 29. 
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mentioned. AlthoupK Mr. Tarlok Singh has called it the “Joint 
Village Management” the scheme in all essentials can be work- 
ed by a Co-operative Joint Farming Society. 

The scheme sets out to answer three questions in this con- 
nection : — 

(i) V^hat should be the unit of Management. 

0*0 How should the rights of ownership be rewarded. 

(i/f) How should work be organised and evaluated. 

In answer to the first question the village is suggested as 
the unit of management, because^ of its common loyalties and 
traditions,^ its convenient size and occupational structure. Re- 
garding the second and the third question the reply is that 
ownership in land should be rewarded separately from remune- 
ration for labour and work should be allotted in such a way as 
to carry its own internal incentives. For instance, the cultivat- 
ed area of the village may be divided into work units to be 
operated by an adult worker assisted by his family. The indivi- 
dual whom work unit will be allotted will pay a specified por- 
tion of the produce as rent. Out of this rent the ownership 
dividend will be paid to those who hold ownership rights in 
land and, other expenses and obligations of the Community will 
be met. 

About the nature of ownership Mr. Tarlok Singh says ; 
“Ownership, however, will not now imply permanent physical 
possession over or association with a specific piece of land, nor 
will it imply the right to let that piece of land to a tenant-at- 
will in return for rent.” The owner will only have the right 
to receive an income from the farm in lieu of his right of 
ownership. Further he will have the right to work on the ' 
farm. It will be possible, rnore over, to pass on the ownership 
to one’s heirs though this will not involve the partition of a 
specified piece of land. 

This system will thus retain ownership in land with all 
its advantages without giving the owner opportunities of using 
his ownership rights in such a way as to detract from the pro- 
ductivity of the soil. All _this will be done voluntarily and 
democratically." ' " 

20.' Co-operative Farming in Pakistan. A beginning has 
already been made in Pakistan in co-operative , farming. At 
present this system is almost entirely confined to the Punjab.' 
There are, however, a few colonisation and collective farming 
societies in East Bengal. 
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Co'operative Farming Schemes have been introduced by 
the Government of the Punjab for rehabilitating the refugees 
especially the families of the military personnel. More than 
200 socities have already been formed The land allotted to 
them IS cither crown land or land left behind by the migrating 
non Muslim landlords These societies cover 2,37,920 acres of 
land including 25,809 acrfia.ofjvi-" ..«/.«.h*i, g^d 

have arac mbersbip 0^11,765** nclp 

their members in the cconomi Ids. 

Through them the members purchases seed and other of 
their agricultural and domestic requirements Through them 
they also satisfy their educational and religious needs. They fur- 
ther aim at providing dwelling houses, laying roads, lighting, 
drainage facilities etc. 



f^tming, 
jChicta- 
he Gov- 


ernment and brought it under cultivation under its direct 
supervision. The members are landless labourers to whom the 
society has provided houses, each with 'i kitchen garden attach- 
ed The adult members of each family have to work on the 
society’s farm for wages paid on the basis of units of labour 
put in by each family The society maintains schools and 
charitable dispensaries Recently a number of collective farms 
have been established forsettlmg refugees fr pm India Three 
societies have already started work and more are expected to 
do 80 in the near future. 


This aspect of co-operation needs full encouragement be- 
cau'ie It can, with the least bisturbance of traditional ways, 
achieve high levels of production and higher living standards 
for the rural masses, which otherwise would entail fundamen- 
tal changes in the social and political structure of the eountry 
These societies can greatly facilitate the operations of economic 
plans by acting as instruments of implementations, of these plans 
and mirrors of public opinion in rural areas 

21. Gr>-<;^era tive Multi purpose ^ oci&ties.-An other tendency 
m co-operaUve“T 3 TaefTCg"irr‘t’ecent years has been the establish- 
ment of what are called Multipurpose Co-operative Societies. 
Th^ idea is not to organise separate societies for different 
purposes like marketing, supply of seed, better living etc but 
to have one society which should help the peasant in every 
aspect of his social and economic life. 
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It was as early as 1937 that the question of or- 
ganizing multipurpose societies was mooted in pre-division 
India. The occasion was the appearance of the Reserve Bank of 
India’s report on the Banking Union at Kodinar which was 
followed by on other bulletin of the Bank on Co-operative 
Village Banks. The Bank recommended the formation of such 
societies in the following words : — 

“ If the problem of agricultural indebtedness is to be 
solved through co-operation — and co-operation affords the best 
means for solving it — the co-operative movement must give up 
dealing with its members piecemeal and must cater for all their 
wants. Their objects must be comprehensive. There must be 
multipurposes societies. For whatever apparent purpose a 
society is started iC must serve as a point of contact and gra^ 
dually other .purposes must be developed so that ultimately the 
whole of man is dealt with. That should be the goal set be- 
fore the movement.” 

In a later publication the Bank suggested the steps 
through which gradually one purpose after another should be 
brought under the control of the same society. “ Starting 
with credit for current needs, a society may get the old debts 
of its good members liquidated. Through a land mortgage 
bank, introduce better business and better monetary return by 
inducing its members to sell their produce co-operatively, 
ensure their growing of the improved varieties of crops by 
purchasing seeds for them, save on purchases by arranging 
for the purchase of their other needs jointly and at profitable 
rates as an indent system without incurring any risk or liabi- 
lity, save litigation expenses by effecting arbitration, improve 
the out turn of crops by consolidation of holdings, supply of 
pure seed and improved implements, supplement the income 
of its members by inducing them to take to subsidiary indus- 
tries, introduce better living measures by adopting bye-laws by 
common consent, which will curtail ceremonial expenditure, 
and remove insanitary habits, provide medical relief and 
so on.^” 

The , new idea gave rise to a controversy. There . were 
people whole hailed it is a comprehensive approach to the rural 
problem as a whole. “ The comparative failure of the usual 
credit co-operation,” wrote a well-known Professor of Econo- 
mics, “ may be largely attributed to the fact that it addressed 


Cl) Reserve Bank Review C1940'41) op cit pp. 20-22. 
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Itself to the solution of the problems of credit only and did 
not simultaneously take up the compaign against all the causes 
which give rise to it and make for unbalanced budget of the 
farmer/'^ It was further pointed out that the farmer does not 
like too many agencies to deal with In addition to the 
above, many other benefits were claimed for the multipurposes 
society by those who welcomed the idea Greater loyalty and 
sustained interest of members , freedom from the evils of cash 
economy , wider area of operation, hence more economical 
and efficient management , its utility in the moral uplift 
movement and the promotion of subsidiary industries connect- 
ed with agriculture. It can serve as a good agency for the 
rehabilitation of rural life as a whole , it will have a compre- 
hensive understanding of all the various problems that the 
agriculturist has to face. In any case a proper co ordination of 
the various co-operative activeties is necessary even if there are 
separate socities for each purpose Multipurposes societies can 
do it best 

On the other hand its opponents^ raised a number of ob- 
jections against it. That the business ability of the villager 
may be over strained , the danger of its becoming cumbersome 
in mechanism and unincelligible to the simpler members , 
failure of one line of business may affiect other lines The dis- 
advantages due to the larger area of operation were pointed 
out It was held that on account of the failure on the part of 
members to secure the necessary mutual knowledge and trust, 
an essential purpose of the co-operative moment would be de- 
feated. Moreover, a small village unit was regarded necessary 
as a training g ound Then the limited liability of such socie- 
ties was also objected to 

In spite of these objections, however, there was a growing 
number of people who favoured this kind of society even 
before partition. The Thirteenth conference of Registrars of 
Co operative Societies held at Delhi in December 1939, passed 
the resolution “ that provinces should experiment with mults- 
purpose societies to ascertain more clearly the conditions under 
which they are likely to thrive, and the form which they 
should take with special reference to their area of operation, 
liability and purposes The Madras Committee on co operation 
also favoured the idea 

(1) S G Ben in the Indian Economic Journal Conference Number 1942, 
P 516 

(2) e g Strick land at the Thirteenth Registrac’r Conference, 1939. 
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The Co-operative Planning Committee reporting in 1946, 
recommended the reorganization of the primary society in such 
a way as to make it a multipurposes society. “ We recom- 
mend,” wrote the Committee, ” that the primary credit society 
should be reformed and reorganized so as to serve as a centre 
.for the general economic improvement of its members and in 
particular, (a) finance crop production ; (b) act as agent for the 
sale of crop to the nearest co-operative marketing organization, 
(c) supply the farmer’s simple needs for crop production like 
seed, cattle feed, fertilizer and agricultural implements, and also 
-consumer’s goods like cloth, kerosene, salt and matches on 
indent basis or on the basis of established needs ; (d) serve as 
-milk collecting station for the nearest diary and as a centre for 
animal first-aid and the maintenance of stud bulls ; (e) serve as 
a centre for maintaining agricultural machinery for the joint 
use of members ; and (f) encourage subsidiary occupations for 
its members.*” 

The Agricultural Credit Organization Committee of Bombay 
also suggested in 1947 that all primary SDCieties should be multi- 
purpose, At the time of Partition Multipurpose Societies had 
already been introduced in an experimental way in U. P., 
Bengal and Bombay Provinces of pre-division India and among 
the States in Baroda and Mysore. 

Since the partition such societies have become quite 
popular in the various provinces of Pakistan. “The latest 
policy of the Co-operative Directorate ” says the Registrar 
Co-operative Societies East Bengal, “ is to replace these (rural 
credit) societies which have out lived their usefulness, with 
multi purpose societies, one for each union (which is the unit of 
administration in the province)* ” In addition to the primary 
multipurpose societies which numbered 1,671 on 30th June 1950 
there are 5 central Multi purpose Societies in East Bengal. 
The central societies assist the primaries in their business. Some 
of these societies have existed since before the partitions for 
instance, the Central Multipurpose Society of Kishorganj 
Sub-Division was organized during the war for the supply of 
controlled commodities. In 1946 this and Central Union Multi 
purpose Society together earned a profit of about 20 lakhs 
which was the highest recorded. A.fter decontrol of seme of 
the commodities the activities of these societies wanted but 
more recently they have taken to the marketing of agricultural 


(1) C. A. Ali Co-operative Activities in East Bengal, Co-operatwn and 
Marketing Review Oct., 1950 P.- 308, 
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produce especially jute. On the whole these societies have 
done splendid work. 

Multipurpose societies have also been formed in the 
Punjab since the patticion. ** It is widely realised ’* says an 
Assistant Registrar of the Provincial Co'operative Department, 
“ that effort should be made to embrace all aspects of life of 
the member and the movement should deal with his 
requirements in every respect ** ^ There are 150 multipurpose 
societies in the Punjab. The credit of taking initiative in this 
respect goes to the jhelum district of Rawalpindi where two 
multipurpose societies were formed in July 1946, at Chakwal. 
The position in some of the districts of the Punjab in 1949 was 
as follows®':*— 


Jhelum 

Sargodha 

Shahpur 

Attock 

Mlanwali 

Sialkote 

Montgomery 

Mutaffargarh 

Dera Ghazi Khan 


No. 

of 

Societies 

Membership. 

Working 

Capital. 

11 

3,590 

Rs. 

8 lakhs. 

10 

... 


... 

10 

827 

Rs. 

8 „ 

3 

445 

Rs. 

2 .. 

2 

1 

6 

161 

Rs. 

5 .. 

■"289 

Rs. 

"i 

8 

541 

Rs. 

2i „ 

7 

276 

Rs. 

5 .. 


Reports about the working of these societies sho^ 
considerable enthusiasm on the part of their members. Most 
of them have been dealing with rationed commodities, e.g , food 
grains, sugar, kerosene etc., but they are venturing into other 
business too. Some of them are running rice husking mills, 
cotton ginning factoriesi floor mills, oil expellers etc. 

It should be noted that the co-operative farming societies 
are also Multi purpose Societies since they help the members in 
varions ways. If the village is reorganised on a co-operative 
basis the society that will be taken as a prodel would be the 
Multi purpose Society. 

22. Non-Agricm lt ural Credit Societies. Non-Agricuk ut 
SocietiM may be credTt societies or non«Credit Societies. 


(1) Ch. Sultan Ahmad ; Recent Ttenda of Co^petatlve Movement in the 
Punjab. Co-operative and Marketing Review October, 1950 P, 323, ^ 

‘.‘(2) Statistics taken from K. M. Bashir Ahmad Co-operation In'Ppkisf*. 

.Pakistan Economic Journal July 1949 PP» 93^5. 
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Non Agi^^turaLQo'op^tive^ Sofci^es are found 
in the "urban areas and ''f61Iow“the.ShulzeT)‘eri‘zsch'mo&‘i'e. 
large'-'TOembrefship'," limited "liability", high' ' di vidends etcT '^ in 
pre-partition India they took various forms, like the People’s 
Banks found in Madras and Bombay Provinces, Thrift 
and Life Insurance Societies as ' in the Punjab, 
Bombay and Madras, Societies, for Employees of Large Firms 
and Government Departments as in Bengal, Bombay and 
Madras, Societies for Factory Workers .as in Madras, Bombay 
and 'Calcutta[i etc. In Pakistan these societies have taken 
the form of Urban Banks and their latest position is tabulated 
below ; 

Non-Agricultural Credit Societies •' - 
or 

Urban Bank. 


i\! 

1 

f 

\ 


No, of Societies 
No. of members 
Share capital paid up 
Reserve' and other Funds 
Working Capital 


... ' • 1,020 

... • 1,25,126 

... Rs. "13.26 lakhs, 

... Rs, 48.53 „ 

Rs. 2,35.33 „ 


] ' '723. 'Non- Agricultural Credit Societies, This category 
of societies includes Industrial Societies, Co-operative Housing 
Societies and Miscellaneous societies including co-operative 
stores etc. Their statistical position in Pakistan is indicated 
below ; 


Industrial Co-operative 
Co-operative Housing Miscellaneous. 
Societies. Societies. 


No. of Societies ... 

1,502 

. 24 

3,951 

No. of Members ... 

1,49,670 

2,505 

3,99,272 

Share Capital paid 
up Rs. lakhs 

16.71 

1.66 

56.34 

Reserve and other 
Funds Rs. lakh ... 

5.54 

.35 

47.16 

Working Capital 

Rs. lakhs 

34,86 

3.82 

144.71 

1 ^ 
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24. ^ ^iiatdaLC o-operativfes. — The Importance of small scale 
industries run on Ca?opcrarive*'basis was emphasized again and 
again in prepartition india. The Indian Industrial Commission 
(1916—18) the Royal Commission on Agriculture (1928) the 
Bombay Economic and Industrial Survey Committee (1938). 
the Central Provinces and Berar Industrial Committee, all of 
these expert bodies stressed the role that co'operation can play 
in the rehabilitation and promotion of small scale and cottage 
industries in the sub-continent. Regarding the importance of 
small scale industries, the Bombay Industrialists plan observed 
as follows : — 

“ It is an essential part of our plan for the organisation of 
industries that adequate scope should be provided for small 
scale and cottage industries along with large scale industries. 
This is Important not merely as a means of affording employ- 
ment, but* also for reducing the need for capital, particularly 
of external capital, in the early stages of the plan”. The 14th 
Conference of the Registrars of Co operative Societies also 
emphasised the role of small scale industries in economic 
development. The best way to organize small scale industries 
is CO bring them under the Co-operative principle* Consider- 
able success has been achieved in organsing industrial Co- 
operatives in Foreign Countries. There are 20,000 handicraft 
Co-operatives In Russia with a membership of 1,765,000. In 
U.S.A. The idea of industrial Co-operatives is finding increasing 
acceptance. In China striking success in industrial Co- 
operatives has been achieved.' 

In (prepartition) India the principle of Co-operation was 
applied to a number of small scale industries with varying 
success. The most importanc industry in this connection being 
the handloom. weavers. The Co-operative Planning Com- 
toltxee teoamtaended the estabUshmeat of a separate Depart- 
ment of Industrial Co-operatives entrusted with the adminis- 
trative Control and supervision of small scale and cottage 
industries. 

** Industural co-opera tive s ” is th e l argest single categ ory 
s . of non-agricuiturai societies in Pakistan. There Is a considerable 
scope tor tha “development oi such societies especially for 
organising cottage workers. They have already made progress in 
1 East Bengal and the Punjab. In East Bengal this category is 
\ mainly constituted by weaver’s societies which are at present 
i “1,405 in number with 22 Industrial Unions to assist them in the 

' CO Co*opctttlve Planning Committee Report P, 78. 
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matter of supplying raw materials and marketing of their 
products. They have within their fold 75% of the weavers of 
the Province. There is a Provincial Federiation of Industrial- 
Unions with head quarters at Dacca. ^ ' j 

In the Punjab spinning and weaving societies Were formed 
to meet the situation arising after the partition. The.arinual 
cloth requirement of the province were estimated at 1,45,631; 
bales while only 21,000 bales of cloth were being produced by 
the four textile mills in the province. It was to mitigate, 
this cloth famine that these societies were organized.; Another 
objective was to help in the rehabilitation of a large number of 
refugee weavers. At the moment there are 289 spinning societies 
and 229 weaving societies in the Punjab. Their working 
capital respectively is Rs. 43.298 and Rs. 217,390. Their rriember-’ 
ship consists of over 12,000 spinners (mostly women) »and oyer 
6,000 weavers. The societies have not produced significant 
results because’ most of the members are refugees with no money 
and no settled life. Moreover, the mill made cloth and yarn 
which has flooded the market has hit the weavers hard. The 
industry needs attention on the part of the Government. The 
Government should help by arranging for the supply of 
essential ra w materials, and marketing of the produce and also 
by giving facilities for training of the artisans. 

'Tke co'operative principle could be extended to larger 
industrial enterprises as well, as the experience of some other 
countries indicate. In the Punjab two textile mills haVe been 
organized on co-operative basis. In East Bengal a lute baling 
press -is being set up on the same basis. This kind of enter' 
prise also needs encouragement on the part of the state. 

24. ^poroperativeJ dousing ^ociotles.— Co'Operative Hous- 
ing Societie?'are^enerally'of*T^'"kimds" (a) tenants co-operative 
societies which build or purchase houses for sale or lease to 
their members and (h) Building (or building and loan) societies, 
which help their members to acquire houses through advancing 
loans made on mortgage security. 

Tenants co-operative societies have done good work in 
several countries of Europe and also in America. In Europe 
they arose out of the conditions created by the War and were 
formed in as many as 20 countries including Germany, Austria, 
Great Britain, Poland, Netherlands, Sweden, Switzerland etc. 
•The Building Societies have achieved special success in Great 
Britain and U.S.A. They have also been established in 
Bulgaria, Germany and Switzerland. In (pre-partion) India 
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housing societies were established in the urban areas of Madras 
(114) Bombay (114) UP. (31) and Sind (22). 

Tke total number of such societies in Pakistan is only 24. 
Most of these societies are situated at Karachi. Due to housing 
shortage after partition a large number of such societies have 
been formed at Karachi. Th^y plan to build about 10,000 
houses. 

Formation of co-operative housing societies need encour- 
agement. This system of building houses has special advantages. 
The supply of raw materials can be facilitated and middle man’s 
charges avoided ; they xan play a useful and constructive role 
in the elaboration and execution of schemes of town planning 
and the houses built through their aid can be of bette^ designs, 
since expert supervision can be obtained more cheaply. 

25. — ConsUj nei^ ^^orcs.^ Consumer’s stores arc established 
for the suppTyrof^tywcstic-nePds of the members. The idea is to 
save the middle man’s charges and enable the consumers of 
small means to get rhe advantages of large scale operations. The 
society undertakes both whole sale and retail business and some 
times also production and processing of consumer goods. 
Trading costs are reduced because buyers .become their own 
sellers. The society supplies the goods at market rates and 
later distributes net profits among the members in proportion 
to the purchases made by each. 

The societies are organized usually on the lines followed 
by Rochelale Pioneers in England about a century back. Its 
general principles are : Open membership, democratic control, 
cash trading at market prices, fixed returns on capital and 
dividends on purchases. 

The movement has been very popular in Europe. Their 
main acfifevemcncs chece accoediag Co the Ca'op&rsciye 
Planning Committee have been “ (1) Reduction in costs of 
retailing with advantages accruing to consumers, thus making 
possible more saving and higher standards of living -and con- 
tributing to economic stability iZ) Provision of better quality 
goods (3) Promotion of thrift and consequent increase in 
economic security of members. (4) Education in intelligent 
buying, family budgeting and general economies (5) Better 
citizenship, the result of widely diffused ownership of an 
important democratic business enterprise (6) Check on 
monopoly by co-operative competition and on profiteering (I).’ 

(I) Qwsperacive Planning Comznittee Report P. 167 . 
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In India co-operative • stores were established quite early“ 
in the co-operative movement but they did not become popular 
until the World War II. Between 1939-40 and 1943*44 their 
number (in British India) increased from 40 8 to 3,539, member- 
ship from 16,431 to 6,00,000 and working capital from Rs. 54 
lakhs to Rs. 20 crores. 

In Pakistan consumers stores have not made much progress. 
There are, however, notable achievements in certain individual 
cases. In East Bengal there is the Rangpur District Consumer’s 
Co-operative Stores Ltd, which needs mention. It was originally 
established to supply consumer goods to members during the 
War. Now its membership has reached the million mark and 
“ almost every head of a family of the district of Rangpur is 
‘its share-holder (2). It supplied controlled commodities for the 
entire district during the period of control. Now it has taken 
to maketing as well though it continues to supply consumer 
goods too. It has lately established a large pharmaceutical work 
— the largest factory in Pakistan. 

In the Punjab the consumers* stores have come into 
existence since the Partition. They took over the work of the 
disposal of refugee goods on behalf of the government. They 
are now 13 in number with a membership of 1,344 and working 
capital of Rs. 2 crores. The most important of them is the Lahore 
Central Co-operative Stores which has a share capital of Rs. 6 
lakhs and working capital exceeding Rs. T5 crores, The Store 
imports its requirements direct from foreign counts. The goods 
it supplies include general merchandise, crockery cutlery, electric 
cessories and appliances, flourescent tubes and fittings, radios 
1 - writers, clocks and watches,: boots and shoes, sports goods 
etc. During 1949 this Store had a business turn over of over 
Rs. 6*40 crores and its profits amounted to about Rs. 12 lakhs. 

26. Miscellaneous ^Societies. ■;: 30 ther societies — both agricul- 
turaland non-agricultural— -wEicHr''ne’ed mentioning are fisher- 
men’s societies, consolidation ol holdings, livestock breeding etc. 
Fisherman’s societies exist in East Bengal and Sind but have not 
made much progress. Consolidation of holdings societies of the 
Punjab and N.W.F.P. did good work in prepartition days but their 
activities at the moment are in suspense. There are health 
co-operatives in East Bengal and the Punjab. In the former 
province they are mainly anti-malaria societies while in the latter 
they have taken the form of First aid Centres and full fledged 
hospitals. In the Punjab are to be found stock breeding societies 


(2) C. A. Ali op cit. P. 309. 
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both for cattle and sheep, though results have not been 
encouraging. 

There are practically no limits to the extension of the 
co-operative principle especially among the people of small 
means. All e6forts should be made in Pakistan to take full 
advantage of the possibilities* of this particular mode of social 
and economic organisation. Its aebievementa in the past have 

not been very spectacular but there are definite reasons for it 

__v^jch can be overcome, ^ ^ 

' 27^ Achievement and Failures. — ^Thc co-operative move- 

ment in the Indo-Pak subcontinent has been subjected, from time 
to time, to the search light of criticism by various writers, com- 

m^it^es and Commissioners, ^n th. 'I ' h . ' -I ' f- 

on di^otlTer^e movement' has be^ t i i. 

‘Szsnre'have regretted fts official /. : i' * .*;« i. ; * 

regarded this feature of it as an clement of hope and strength. 
The Royal Commission on Agriculture more than 20 years ago 
appraised the movement as follows. Knowledge of the 
co-operative system is now wide spread, thrift is being 
encouraged, training in the handling of money and in the 
elementary banking principles is being given, where the 
co-operative movement Is strongly established, there has been a 
General lowering of the rate of interest charged by the money 
teender, the hold of the money lender has been loosened, with 
• the result that a marked change has been brought about 
in the out-look of the people*.” 

An authoritative writer on rural problems of the Punjab, 
M. L. Darling wrote It is difGcult to give conclusive 
evidence of this (moral progress) as the signs of moral progress 
are too elusive to be pinned down in a statement of facts, but 
for all that they arc umiscakable to close observers of the 
movement litigation and extravagence, drunkenness and gambling 
are all at a discount in a good co-operative society ; and in their 
place will be found industry self-reliance and straight dealing, 
education and arbitration societies thrift self-help and mutual 
help. ” Thus it is claimed for the movement that it has reduced 
the rate of interest in rural areas, encouraged the habit of 
saving and investment, decreased consumption, borrowing an4 
improved the moral tone and out look of the people. 


(1) Report Royal Commission on Agriculture in India. 
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On the other hand the critics of the movement point out 
that most of the achievements claimed for it are of a qualitative 
character and cannot be definitely established or measured. 
Further, they assert that results that have been actually achieved 
arc only associated with the best societies which form quite a 
small proportion of the movement. They also emphasize the 
fact that the co-operation in India and Pakistan has been almost 
exclusively occupied with the problem of rural credit and even 
in^ that field its achievement are not very remarkable. - Even an 
official body like the Central Banking Enquiry Committee had 
to admit that there was very little evidence about the reduction 
of total indebtedness through the agency of the co-operative 
credit societies, for they were not in a position to finance the 
agriculturists adequately for the discharge of old debts. “The 
various Provincial Banking Enquiry Committees also noted that 
only a small percentage of the current needs of agriculture was 
supplied by co-operative societies. It was further pointed out 
by some writers that official figures of the number, membership 
and capital of the societies were unreliable^ Even on the basis 
of these figures the movement had only touched a small 
proportion of the total population. “All that has been done,” 
wrote an eminent Indian writer (Sir M. Visvesvarayal, “amounts 
only to a scratching of the surface,” 

This criticism contains a substantial element of truth but 
considering the limitations under which the movement deve- 
loped in the Indo-Pak subcontinent it has made remarkable 
progress and has conferred lasting benefits upon the peasantry. 
Owing to cheepness of credit that it made available it resulted 
in large savings for the agriculturists which for the pre-partition 
India was put at Rs. one crore. It restricted debts by establish- 
ing a system of controlled credit and weakened the vicious 
system of money-lending that used to prey upon the ignorance 
of the peasant. 

The Pakistan provinces of the Punjab and Bengal (espe- 
cially the former) were always regarded as most progressive from 
this point of view. Since the partition the movement has 
received still greater vitality in Pakistan. It has successfully 
met the post partition crisis in the field of rural finance, mar- 
keting and general rehabilitation of the refugees. It has before 
it an unlimited field for development. The old financing and 
trading agencies have disappeared and the people and the 


(1) See S. K. lyenger’s article in the Indian Economic Journal January 
1942, F. 406-403 for example of defective jpresentacipn of .figures. 
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Government are most anxious that the co-operative move- 
ment should fin the gap thus created. 

The movement, however, needs rectification through the 
removal of the various defects that have been discovered m its 
working during the last forty five years. Among the defects 
that are usually pointed out— which, however, are not found in 
the best societies are Wane of due supervision ; undue delay 
in financing ; financing more on the ^sis of assets than on 
paying capacity ; indiscreet loans , contumacy of borrowers ; 
unpunctualicy in repayment , restrictions of loans to a few 
favoured individuals \ dishonesty and incompetence of govern- 
ment, bank and society officials , bad selection of members , 
debts ; faulty conmembership spread over too large an ^rea , 
concealment of old stitution, internal dissentions , inadequacy 
of funds ; general apathy of members etc etc 

All these defects are ultimately traceable to the lack of 
co-operative spine which has been the basic defect of the 
movement. The movement In this sub continent did not arise 
out of the consciousness of a need on the part of the people. 
It was imposed from above through Government action to solve 
the problem of the growing menace of rural indebtedness The 
movement later spread to other fields but its official character 
stuck to It. This could not be helped because of the general 
illiteracy and backwardness of the people It was creditable 
that the state did cake the initiative, otherwise the people 
might never have thought of this way of solving their pro- 
blems. In fact the official patronage must continue in the future 
as well until through experience and education the people 
themiclves arrive at the consciousness of the potentialities of 
the ^ " 

28 Conditions of Success — The movement has made 
more rapid progress, and without official patronage, in some of 
the countries of Europe Moreover, there, much more is expect- 
ed of co-operation than mere material well being throughthe 
supply of credit and other needs of the farmer. ** It is expected 
to transform the whole human being, his personality, character^ 
attitude to the community and attitude to hfek Denmark 
is a classical example But conditions in Denmark diffet 
greatly from conditions that have prevailed in the sub-continent 


(1) Co-operative Action In Rural Life, Survey by International Labour 
Pfficep 30 
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of India. According to Sir John Russell four . essential 
coriditidns of success are present in Denmark ; — 

(1) “The village population is homogeneous ; there is 

nothing corresponding to caste distinctions.' - • 

(2) The cultivators are literate. 

(3) From the out set peopIe^s High Schools were set up 
where cultivators were taught better. living both in the home 
and in the village and where ideas of corporate responsibility in 
village and national life were inculated. 

(4) The co-operative societies are mostly trading socie- 
ties i taking over the produce from the cultivator, working it 
up into marketable form and selling it for him. Also they 
supply him with all materials for use in the home and on the 
farm. They are merely financed by the local banks and mem- 
bers are jointly and severally liable for the loans. As deposi- 
tors the members provide a substantial part of the funds ; it 
is . their own money that is lent to members, and in consequ- 
ence each borrower feels himself under the necessity of repay- 
ment^” 

All these conditions were absent in pre-partition India and 
most of them are absent in the present day India and Pakis- 
tan. The Indian society was not homogeneous, castes and 
creeds divided it into exclusive, if not warring groups with con- 
tradictory aims. In Pakistan today the population is much 
more homogeneous and the force of caste is not so strong, The 
percentage of literacy, however, is as low as it ever was in India 
of British days. There are no educational institutions corres- 
ponding to people’s High Schools of Denmark nor have they 
been in the past. Corporate responsibility has been almost 
entirely absent, The cultivators have been and still are too 
poor to be able to provide a substantial part of the funds of 
local banks. 

In fact one of the chief causes of the slow growth of 
co-operation in India and Pakistan has- been the meagre in- 
come of the masses. A vast majority of the peasants have 
lacked means even to become members of the societies. In the 
Words of the Bengal Banking Enquiry Committee “ at the onc 
end of the scale there are people who are so well off that they 
do not desire to incur the risk of unlimited liability by enlist- 
ing themselves as members. At the other end there are per- 


(l) Russell (Sir John) Report on the Work of tile Imperial Council of 
Agricultural Reserch Ci937) p. 63. 
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sons who are so poor that they arc refused membership. It Is 
therefore, not unfair to assume that the co-operative 
population represents the medium agricultural population^”. 
It IS, therefore, not a matter of accident that the comperatively 
more prosperous rural population of the Punjab made the highest 
progress in co-operative activity in the whole of India. In 
Pakistan also this province is head and shoulders above the 
others in this respect. As we have already mentioned as much 
as one quarter of its population has been affected by the co- 
^perativeLmovement. 

On tne whole, however, Pakistan as well as India lacks thefj 
conditions which make for the success of the co-opeiatiye|^ 
[^^novecient^But-thcre^STio-occasion-fonlespair; For one thing 
""co^eratTorT^ort of socialism is the only hope of our rural 
masses We must make the best of it, m spite of the adverse 
character of the environment That co-operation can succeed 
especially in Pakistan is indicated by the excellent results 
achieved especially m the field of non-credit co-operation since 
the partition. The marketing societies of the Punjab, the N -W. 
F.P. and East Bengal have done brilliant work during the post 
partition period Co-operative farming experiments m the Pun- 
jab and East Bengal are encouraging Industrial co-operatives 
also have shown good results especially in the rehabilitation of 
refugee artisans. With the spread of education and greater 
Co-operative experience, with the transfer of larger powers to 
the common people the rate of progress is bound to increase, 
especially if the new tendency towards the formation of multi- 
purpose co-operacive units is allowed to develop fully so that 
the co-operative spirit permeates the whole village life in all 
its various aspects. If the multipurpose society also under takes 
co-operative farming as one of its main functions the future of 
co-operation and of Pakistan’s agriculture is doubly assured. 
But bef^e^this ideal is realised radical changes will be necessary 
in tho-^sent-system-QfJand^tenute.,-.-.^ 

29,1 Sugg estions for Improvement .In the meantime it is 
nece^ry th'iFThe-muveineiu should Be rationalised and as 
far as possible its defects removed. In this connection refer- 
ence may be made to the suggestion made by the Agricultural 
Credit Department of the Reserve Bank of India^ about a de- 
cade ago. These suggestions can be helpful even now for the 
reorientation of the movement in Pakistan. It was suggested 


(l)B Bk Enq Cora Report p 69 
(2J Reserve Bank Review of dc pp, lo, 17, 
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that over due and long term loans of the credit societies ‘should 
be separated from the short term loans and should be put on 
a proper footing. This would involve scaling down of over dues 
and arranging for their payments either by sale of the mem- 
ber’s assets or through the agency of land mortgage banks, 
making payment possible by means of instalments over a period 
of years. In the meantime fresh finances should be supplied for 
cultivation and other necessary expenses, preferably in kind. The 
Bank further suggested that the societies should build large 
reserves by increasing the margin between borrowing and lending 
rates in order to enable them to tide over unfavourable seasons 
and to meet unexpected losses. Here, however, there is a 
danger that the rates may be too high to be within the paying 
capacity of the borrower. Hence the need for caution. A 
further suggestion was that loans should be advanced only for 
productive purposes and for other needs only the smallest 
minimum should be allowed. This, however, can cause great 
hardship to the peasant, especially in Pakistan, where no alter 
native sources of credit are available at the movement. Hence 
this rule should not be followed too rigidly. 

A valuable suggestion was the reconstitution of the 
primary society into a multipurpose society. This suggestion has 
already been accepted in co-operative circles and the trend 
towards the formation of multipurpose societies in Pakistan is 
quite definite. Further, it has been suggested that primary 
societies should be federated into small Banking unions. This 
will economise energy and avoid waste, because the functions of 
finance, supervision and education, which are now in the hands 
of a number of agencies will be concentrated in the hands of one 
agency. This is a good suggestion if the primary society 
remains as it is. But if it is reconstituted as a multipurpose 
society embrancing the whole life of the village it can be strong 
enough .to stand on its own legs. Federations of Societies, 
however, can be useful for general supervision and co-ordin'^tion’ 
of work and should preferably embrace a larger area than 
a union does, preferably a district. 

The Reserve Bank laid special emphasis on the development 
of co-operative marketing of agricultural produce. This is 
specially important for Pakistan under the present conditions 
and it is good to note that co-operative marketing has made 
significant progress in Pakistan since the partition. Here again 
the attempt should be to entrust this function to a multipurpose 
society and not to form marketing societies as such. 
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Another recommendation related to the reorganization of 
the Central and Provincial Banks* ** The larger and unwieldy 
central banks should be split up into banking unions, even if the 
Centrol Co-operative Bank is to be retained*” The central banks 
should guide and assist the primary societies in their operations 
and the training of the membersin the principles of co-operation. 
Similarly it was suggested that the Provincial Banks should play 
a larger part than hitherto in the direction of guiding the 
movement* The Bank further wanted the central institutions to 
maintain adequate liquid reserves and to establish closer 
contacts with first class crmmcrclal banks to be of greater service 
to the primary societies and the movement as a whole. 

In two provinces of Pakistan Sind and N* W. F* P* the 
separate identity of central banks has disappeared and they have 
been merged into the Provincial Bank. The functions of the 
central institutions with respect to the primary societies may be 
reinvestigated in Pakistan in view of the post-partition 
conditions* 

Finally, the Bank suggested that arrangements should be 
made for intensive training of the staff of the co*operative 
departments in the principles of co-operation rural economics 
and banking. The Pakistan Government we understand is 
establishing two such training institutions one for East and one 
for West Pakistan. 


APPENDIX TO CHAPTER IX 

CONSTITUTION OF A MULTIPURPOSE SOCIETY 

IN THE PUNJAB 

^ Objects : The objects of a Co-operative Multi-purposes 
society are to promote the economic interest of its members and 
more particularly to arrange : — 

(1) To afford relief to~~rnernbers in need by enabling them 
to obtain loans for really necessary purpose at reasonable interest 
and with easy terms of repayment. 

(2) The purchase and sale of household and farming 
requirements of members- 

(3) The collection and sale on commission of the agricultural 
produce of the members. 

(4) The supply of improved seeds, manure, and 
agricultural implements and to encourage the members to grow 
pure and improved varieties of seeds. 

(5) The supply of the domestic requirements at the lowest 
possible rates. 

(6) The provision of Educational assistance and 

recteatiot^al facilities to its members and 

(7) Other measures designed to encourage in the members 
the spirit and practice of trust mutual help and self help. 

Membership. The membership of these societies is resritcted 
to ex-service men, serving soldiers widows or widowed mothers 
of ex-servicemen or serving soldiers or a relative to either of 
them “ a relative includes, brothers, sons, fathers, grandfather, 
father’s brothers sons, mother’s brother’s sons, mother’s sister’s 
sons, wife, mother, daughter and sister. ” Members are 
admitted after election by the Managing Committee subject to 
the confirmation of the General Meeting. 

Liability. Members are jointly and severally liable for all 
debits incurred and loans and all deposits taken by the society in 
pursuance of its stated objects, to the extent of four time the value 
of its shares. 
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CapitaL The capital shall be composed of 

(a) Undetermined number of shares of the value of 
Rs. 50 each. 

(h) Deposits from members. 

. (c) Deposits and loans from non'm&mbers and 

(d) Realised profits. 

’ The acceptance of deposits and loans from non-members is 
subject to any restrictions which the recistrar may impose, unless, 
otherwise, authorised by the Registrar deposits of the members in 
excess of the maximum credit limit of the society shall be 
invested outside its business. 

Shares* Every member must hold one full share, generally 
of Rs. SOand the full value of the share is payable on admission. 
Every member shall pay an admission fee of Re, one, when 
joining the society. 

No member shall hold shares whose normal value exceeds 
Rs. 3,000 or exceeds one-fifth of the total share capital actually 
subscribed. If any member by inheritance becomes possessed of 
more than the maximum holding permitted by this rule, the 
managing committee shall have power, to sell the excess number 
and hold the proceeds at his disposal. 

General Meeting. The supreme authority of the society is 
vested in the General Meeting which is held at the time of the 
annual audit or as soon after as may be found practicable,^ and at 
other times where summoned by the Registrar or the President or 
the committee of their own motion, or at the Written request of 
not less than ten members, ^veral days notice of a general 
meeting shall be given to' every member. 

The presence of at least one^third of the members is 
necessary for the disposal of any business at such meetings,, 
provided that where the total number of members exceeds 
hundred, thirty members shall suffice. 

The President or the Vice-President or in their absence one 
of the members elected for the purpose shall preside. 

Managing Committee, The Managing Committee consists of 
at least eleven members of the society over the age of 21, 
including a President and one or more Vice-Presidents, The 
members are elected forone year and are eligible for reclecCioo* 
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A member of the committee shall . cease to hold’office 
if he • 

(/) ceases to be a member of the society, "" 

(i7) applies for insolvency or is declared insolvant, . 

(lii) becomes of unsound mind. 

(iv) is convicted of any offence involving dishonesty or is 
imprisoned for three months# 

(v) holds any o£5cc or place of profit under the society or 
receives any honorarium. 

Bmplo:)ment of Funds. The funds of the society may b® 
devoted to the promotion of the stated objects of the society. 
The society may rent or build such offices and buildings as may 
be necessary to carry out its stated objects and may acquire^ land 
for this purpose. 

Loans. Loans may be granted to members for agricultural 
needs only. Loans shall be given for specific purposes and 
shall be applied solely to that purpose. 

If a loan is misapplied it shall be immediately re'called in 
its entirety by the Committee. No loan is made to any person 
other than a member of full age. No loan can exceed 8% of 
the share money lying in the society ori the borrower’s credit. 
Ordinarily loans are advanced for six months. In exceptional 
cases the Committee may at their discretion sanction loans 
for longer periods which should not exceed one year for the 
purchase of cattle and agricultural implements. 

Transaction in cash. All transactions are made in cash. 
In no case credit is allowed to any member. Sales are con'^ 
fined to: members only except in case of surplus stock not 
required for the use of members or except when the society is 
appointed as an agent or is given a depot by the Government. 

Division of Profits. The net profit after excluding expenses 
is distributed as below : — 

(i) 25 % is carried to the Reserve Fund. 

07) Another 55% is carried to the loss Adjustment Fund. 

Dividend is paid on share capital actually paid up at the 
rate determined by the General Meeting held after the annual 
audit. But this rate cannot exceed 10% (limit raised later to 
20 %). , 

Not more than 7^% may be applied for the relief of poor, 
pdfiegfion^ medical tplief and advancement of other objects of 
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general public utility or a common good fund, to be devoted 
to any of these purposes. 

Rest of the net profits may be distributed to the tticm" 
bers as bonus in proportion to the purchases made by them, a 
bountry on their produce sold by them to the society, 
No rebate is distributed to non'members. 

No dividend may be paid while any claim due from the 
society to a depositor or lender remains unsatisfied. 

Rules of huslnese. All transactions arc strictly on cosh 
terms subject to the practice of the local market which allov/a 
two days grace for payment from the date of welghmcnt. No 
credit is allowed except to a Government servant purchasing on 
'behalf of the Government. 

Sale is ordinarily by private treaty, but If the owner or 
owners fo desire it may be effected by public auction. 

Every member is bound by the rules and in$frucflona of 
the managing committee as to the grading of his agricultural 
produce in respect of its {Quality and bulb 

The society may charge such coamisjJon on sales as may 
be fixed from time to time in the general meeting for members 
and non'members respectively. 

The society may join in co-operative imrchtre or 
with other co-operative societies. 

The society shall accept from every member all agricul- 
tural produce supplied by him, provided that the sale eff rlie 
produce is customarily undertaken by the society and it de- 
hvered in good condition and is r-’ltable to be sold by the 
society and Is delivered at such time as may be warranted by 
the market conditions. In case of any deftoh by the focUtf 
in acceptance of such produce it shall pay to every member of 
whom default has been made a rsm equal to tne price of tne 
produce refused. 
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THE STATE IN RELATION TO AGRICULTURE 

1. Introduction. What part does the State play in rela- 
tion to agriculture ? In every country the State has to perforrh 
the basic functions of preserving law and order, recognition of 
rights in property and enforcement of contracts. Without such' 
protective activities no economic life is possible. We have 
already discussed some of the functions the State performs in 
relation to agriculture in Pakistan apart from the above basic 
functions. The State has constructed huge irrigation works, ex- 
tensive roads and railways ; it provides credit for agricultural 
improvements, though on a limited scale ; it has initiated, and it 
controls and supervises, the co-operative movement ; and it has, 
passed many legislative measures for the protection of the tiller 
of the soil from the money-lender and the landlord. Moreover,' 
through its Medical, Public Health and Vaterinary Departments, 
it seeks to preserve and improve the health of the agriculturist 
and his livestock. The Education Departments also do their' 
little bit to spread literacy in the rural areas. There are certain 
activities of the State, however, that still remain to be discussed, 
and discussed with a certain amount of detail. Such activities 
are : — 

(a) Activities in connection with the improvements in the methods 
of carrying on agricultural operations. — They are undertaken 
primarily by the Provincial Agricultural Departments with 
valuable help from the Central Government agencies and institu- 
tions. These involve (f) agricultural research, with regard to. 
seed, manure, implements, pests and diseases, etc. ; (ii) agricultw 
ral education, aiming at producing agricultural research .workers, 
officers for the Agricultural Departments and practical farmers ; 
and (Hi) popularization of results achieved through research by 
propaganda, distribution of seeds and implements, etc, 

(b) Rural Reconstruction. — This is an activity of a wide scope 
involving both official and non-official effort. It aims at raising 
the material, mental and moral level of village life as a whole. 
It involves, through suitable agencies, bringing to the door of 
the villager in a practical form, the benefits that the various 
beneficent departments of the Government can confer on him, 
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(c) Famine Relief Policy , — This involves the relief of distress 
among the rural classes arising out of the failure of crops due to 
failure or scantiness or untimely rainfall or any other reason. 

(d) Land Revenwe Poh'c;^. — This concerns primarily not what 
the State gives to agriculture, but what the State demands from 
it But it may have a relief aspect, when during periods of agri' 
cultural distress, the State may reduce ; suspend or remit the 
land tevcnue charge. In fact, the land revenue policy has a lot to 
do with agricultural prosperity. 

Let us take the Agricultural Departments first. 

. ^ 2. Evolution of Agricultural Departments in British 
India. The idea of establishing a “ Department of Agriculture 
was mooted as earlv as 1866, but it was not until 1870 that the 
Department of Agriculture, Revenue and Commerce ” was acat" 
ed by the Government of Lord Mayo. Due to lack of sympathy 
from Whitehall, however, this Department gradually degenerated 
into a Revenue Department, and was finally absorbed in the 
Home Department* 

In 1880, at the recommendation of the Famine Commission 
the Central Department of Agriculture was re-established and 
also .provincial departments were created. The provincial de- 
partments concerned themselves at first with agricultural static- 
.tics. Experimental farms, however, were opened atSaidapet 
(1871), Poona (1880), Cawnporc (1881), and Nagpur (1843). 

In 1889, Dr, I. A. Voelckcr of the Royal Agricultural 
Society was appointed to enquire and report on the Improve- 
ments of Indian agriculture, His monumental Report appeared 
in 1893. He emphasized the need for better irrigational facili- 
ties and the use of better manures. He attributed low produc- 
tivity to smallness of holdings, want of capital, rural indebted- 
■ness and defective land tenures. He laid stress on the need for 
detailed scienfific investigation regarding agricultural practice 
in India. He gave a warning against the belief that Western 
knowledge could simply be grafted on Indian practices. This 
report was followed by some appointments to the scientific staff 
of the Imperial Department of Agriculture, 

In 1898 Sir Frederick Nicholson suggested that the Gov- 
ernment should turn from agricultural enquiry to agricultural 
improvement. In 1901 the Famine Commission opined that **the 
steady application to agricultural problems of .research is the 
crying necessity of the times.*’ The Commission recommended; 
(0 a strengthening of the staff of Agricultural Departments in 
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all provinces (ii) further legislation on the lines of the Punjab 
Land Alienation Act, 1901 (Hi) introduction of co-operative 
credit societies on German lines. The Irrigation Commission’ of 
1903 also emphasized importance of agricultural research and 
improvement. 

In the meantime in as early as 1890 an Agricultural Che- 
mist to the Government of India had been appointed. In 1901 
the first Inspector-General of Agriculture was appointed. The 
same year was added an Imperial Mycologist, In 1903 an Imperial, 
Entomologist was appointed. The same year an American 
Mr. Henry Phipps, donated a sum of £30,000 for scientific research 
in India. Lord Curzon devoted the greater part of this sum to 
the establishment of the Imperial Agricultural Research Institute 
at Pusa. 

The reorganization of the Department of Agriculture that 
took place in 1905 provided for a Central Research Institute at 
Pusa, completely staffed Provincial Departments of Agriculture, 
with agricultural colleges and provincial research institutes and 
an experimental farm in each important agricultural tract. 

In 1906 the Indian Agricultural Service was constituted 
Other central institutions that were created in subsequent years 
were : The Imperial Cattle Breeding Farm at Karnal, the 
Creamery at Anand and the Imperial Sugarcane Breeding Station 
at Coimbatore. This latter is a branch of the Imperial Institute, 
which was transferred from Pusa to New Delhi after the Bihar 
Earthquake of 1934. 

Institutions and departments were also established in coii- 
nection wirh animal health. The Imperial Institute of Veterinary 
Research at Muktesar started in 1893 as a small laboratory for 
research on rinderpest later became a fully equipped research 
institute. The Civil and Veterinary Department was formed in 
1891 and was under the control of the Inspector-General until 
I9l2. This department was completely provincialised in 1919. 
The Government of India, however, continues to finance and 
control the Muktesar Research Institute and its branch station 
at Izzatnagar (Bareilly). 

3. Agricultural Policy after 1919. Under the Reforms 
of 1919 agriculture became a provincial transferred subject and 
the Veterinary Department was also provincialised. The Cen- 
tral-Government still had some powers of supervision, direction 

1. Agricultural colleges were established at Poona, Cawnpore, .Nagpur, 
Coimbatore, Sabour (closed in 1921}, Patna and Mandalay (opfched in 1924} and 
Lyallpur. 
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and control over transferred subjects but it could not incur 
expenditure from Central Revenues on provincial subjects, 
except on agricultural research and training of research workers 
in the Central Institutions. The various Central institutions, 
however, continued to be under the Central Government. 

The provincial ministries during Dyarchy (1921«1937) were 
not able to do much for agricultural development beyond some 
extension of irrigational facilities. One of the reasons was that 
finance was still a reserved subject and thus beyond their con- 
trol, This deficiency was removed by the scheme of Provincial 
Autonomy which was inagurated from the Istof April 1937. But 
in the meantime from 1930 onwards Indian Agriculture was over- 
whelmed by the great economic depression. While the need 
for help in the face of disappearing incomes of the peasantry 
was great, the government’s axe of economy was busy cutting 
expenditure which affected mostly the nation-building depart- 
ments including agriculture. Up to the outbreakof the World 
War II of 1939 the Indian agriculture was still in a depressed 
state. It had not regained its position of 1929. When the war 
broke out the attention of the Government was directed to this 
new emergency. 

The trouble all along had been that from the Reforms of 
3919 onwards, while the main tesponsibihty of agricultural dev- 
elopment was being shifted from the centre to the provinces, 
the main expanding sources of revenue were being preserved for 
the centre* while the provinces had to rely on those sources of 
revenue (mainly land revenue) which had very little scope for 
expansion. In fact land revenue burden had to be reduced if 
full justice was to be done in the distribution of burden of taxes. 
No wonder, therefore, that the Provincial Governments could 
do very little to stimulate agricultural progress. The most they 
did Was to pass certain protective measures to save the tenant 
from exploitation by the money-lender, the landlord and the 
middleman. These measures have received our attention 
elsewhere. 

An event of great importance for the agriculturist during 
the period between the two wars was the appointment of a Royal 
Commission on Agriculture. It is necessary to know something 
about this commission. 

4. The Royal Commission on Agriculture. The RoyM 
Commission was appointed in 1926 ” to examine and report on 
the present conditions of Agriculture and rural economy in 
British India and to make recommendations tor the improvf 
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merit of agriculture and the promotion of the . welfare and pro- 
sperity of the rural population and in particular to investi- 
gate 

“ ia) the measures now being taken for the promotion of 
agricultural and veterinary research, experiment, demonstration 
and education : for the compilation of agricultural statistics; for 
the introduction of new and better crops and for improvement 
in agricultural practice, dairy farming and the breeding of 
stock ; 

“ (b) the existing methods of transport and marketing of 
agricultural produce and stock ; 

“ (c) the methods by which agricultural operations are 
financed and credit afi^orded to agriculturists ; 

“ (d) the main factors affecting the rural prosperity and 
welfare of the agricultural population ; and to make recom- 
mendations.” 

The problems of land revenue and land tenure were excluded 
from the scope of the Commission’s enquiry. This was unfor- 
tunate, since these were among the basic problems of Indian 
agriculture. The Commission issued a comprehensive report in 
1928 which in subsequent years, formed the basis of all 
fruitful discussion and Government action in matters relating to 
the subjects discussed by the Commission. 

The recommendations of the Commission covered a very 
wide field including subjects like subdivion and fragmentation of 
holdings, improvement of livestock, irrigation, marketing, 
co-operation, rural education and rural reconstruction. Generally 
• speaking, the aim of the recommenadtions was to bring about 
■ greater efficiency throughout the whole field of agricultural 
production, in order to render the business of farming more 
profitable to the cultivator. They emphasized the necessity of 
widening the outlook of the peasant and stressed the importance 
of Government initiative in promoting agricultural progress. 
One of their basic suggestions was that the rural problem 
should be tackled as a whole in all its various aspects simul- 
taneously. 

One of the most important recommendations of the Royal 
Commission was the creation of the Imperial Council of Agri- 
cultural Research “ to promote, guide and co-ordinate agricul- 
tural research throughout India and to link it up with 
agricultural research in other parts of the British Empire and in 
foreign countries.” This council was established in 1929. 
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5. Organization and Functions of Provincial Agricul- 
tural Departments. We may now describe the organization 
and functions of the Provincial Agricultural Departments as 
they worked m prepartition India. As a rule the Provincial 
Department of Agriculture was in the charge of a Minister of 
Agriculture, who was the political head. The administrative 
head of the department was the Director of Agriculture under 
whom there were Deputy Directors, Assistant Directors and 
Extra Assistant Directors of Agriculture Below them were 
Agricultural Assistants and other field workers. 

The functions of the Provincial Department comprised the 
supervision and control of (a) Agricultural Education (b) 
Agriculture Research, (c) Demonstration and Propaganda, (d) 
Distribution of improved seeds, implements and artificial man- 
ures etc. Agricultural colleges imparted agricultural education both 
theoretical and practical. They also carried on research on agri- 
cultural problems, either independently, or under the guidance 
of the Imperial Council of Agricultural Research, if the subject 
was of all-India importance. The research related to the evolving 
of better varieties of seed from the pome of view of yield and 
disease and drought'resisting qualities, pests and diease to which 
crops are subject, better implements and manuresetc The results 
of this research were then tested on experimental farms, attach' 
ed to the colleges or the research institutes The next step was 
to demonstrate them on model farms or demonstration plots 
located in the villages. Their success was thus proveil to the 
cultivator under his own conditions. Then arrangements were 
made to produce and supply the seed, the implements or the 
manures whatever the case may be to the cultivator. The 
improved seed was produced on a large scale on Government seed 
farms or was purchased from private producers if necessary. 
Similarly implements were manufactured under the guidance of 
the department. The sale was arranged through stores or 
depots maintained by the department at convenient places The 
help of co-operative societies was also taken, if available, to 
approach the cultivator. 

6. The Indian Council of Agricultural Research. We 
Have already seen how, on the recommendation of the Royal 
Commission, the Imperial Council of Agricultural Research was 
established in 1929 to promote, guide and co-ordinate Agricul- 
tural Research. This Council worked through two organs : (a) 
A Governing Body to manage the funds etc and other affaira 
and (b) an Advisory Board to examine proposals for research 
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gnd submit them to the Governing Bocly. Originally the Se ere 
tairiat of the Imperial Council was constituted a department of 
the, Government of India. After January, 1939, however, the 
connection between the Government of India and the Secre- 
tariat became through the Department of Education, Health 
and Lands. The government appointed two expert officers of 
the Council designated as the Agricultural Commissioner and 
the Animal Husbandry Commissioner with the Government 
of India respectively. 

In 1940 an important measure, the Agricultural Produce 
Cess Act, was passed by the Central Legislature. The object of 
the Act was to finance the research programme of the Council by 
levying an export cess of i per cent ad valorem on certain 
specified commodities. 

The Imperial Council made grants for specific purposes to 
universities and Provincial Departments of Agriculture for 
research along approved lines. The Council usually did not 
undertake direct investigation but in two cases it undertook 
direct control (/) the cost of production specially of cotton and 
sugarcane and (li) statistical control of agricultural experiments. 
Several schemes of the Council were carried out through 
the various institutions and institutes. In the words of the 
Russell Report^ “ a vast amount of primary work extending over 
wide range has been accomplished.” The Report recommended 
that “ a stage is now reached when a reorientation of the 
Council’s activities should be reconsidered.” The great need of 
the hour is ” a fuller use of existing knowledge rather than the 
accumulation of mere knowledge, for work on the cultivator’s 
field rather than in the laboratory.” 

Following the recommendations of the Report the Imperial 
(later Indian) Council of Agricultural Research undertook an 
examination of the methods of demonstration and propaganda 
in use. It put forward a scheme which aimed at putting across a 
whole group of tested improvements simultaneouslys instead of 
one item hitherto, and to observe the combined efi^ect of 
all these oh the cultivator’s income and on the land. The 
improvements were to be carried out by, the cultivator himself 
instead of by Government staff as hitherto. The supervision, 
however, was to be by the Government officials, 

7. Development Commission. — The Russell Report 
further recommended that a Development Commission, which 
could be combined with the Council should be set up. The 


(1) Report on the work of the Imperial Council of Agricultural Research 
Sir J. Rumpel. ' • . - * • ^ ...... 
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Commission should, it suggested, plan large-scale improvements 
and suggest ways of raising the standard of living In the vil- 
lages. It was recommended that the Commission should take 
up the following problems 

(n) Soil conservation, deterioration and loss of soil, exhaus' 
tion and manuring, soil erosion, salt, alkali. 

C&) Crop production, especially the planning of cropping 
schemes, the balance between cash, rood and fodder crops, the 
fusion of animal husbandry and agriculture, the improvement 
of grazing land, the taking of action on the results of marketing 
and other economic enquiries. 

fe) The exploitation of discoveries or processes of com- 
mercial importance. The Commission would not itself embark 
on industrial enterprises, but it would smooth the way for 
others to do so b? helping to bridge the gap between the labo- 
ratory and the factory, and by giving infor.nacion and advice 
to the commercial body undertaking the work. Seeing that 
some kind of monopoly would usually have to bs granted for 
a term of years the Commission would advise the Government, 
on the technical side, as to the terms that could be accepted. 

(d) The multiplication and distribution of seeds of approve 
el varieties of crops and of named varieties of trees. 

(c) The improvement of village roads, 

8. The achievements of Research Activities. The Pro- 
vincial Agricultural Departments and the Council did 
useful work In connection with agricultural improvement." 
This work relates to introduction of better varieties of crobs, 
Improved methods of cultivation and manuring, better methods 
of harvesting and handling, measures taken to deal with locust 
operations fn the production and use of protective sera and 
cattle improvement, encouragement of consolidation of holdings, 
improvements as regards soil management and the use of 
fertilizers, etc. 

The most important work, however, relates to the 
improved quality seed of the various crops. The area under im- 
proved varieties of crops in British India at the time of parti- 
tion was about 23 million acres. This was about 10 per cent, 
of the total sown area. In the Indian states the percentage was 
only 1% But the percentage varied considerably as regards 
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individual crops as the following table shows :• 

PERCENTAGE AREA UNDER IMPROVED SEED 


Crops 


British India 

Indian States 

All India 

Rice 

• •• 

5*3 

1-5 

5*1 

Cotton 


34‘5 

5’0 

25*0 

Wheat 


24‘9 

V3 
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Jute 

• •• 

62*5 

• •• 

62'5 

Sugarcane 

• « • 

76’6 

7*2 

71-1 

Groundnuts 


3*4 

10*2 

5-0 

According 

to 

Sir Bryce Burt, 

ex'Vice Chairman, 

Indian 


Council of Agricultural Research, the achievements in this con' 
ncction during the decade follov/ing Agricultural Commission 
were^ ; — 


(0 The average yield of cotton in the quinquennium 1932- 
37 was 108 lbs. per acre as compared with 96 and 95 in the two 
previous quinquennial periods. As for the change in quality in 
the three years 1927'28 to 1931''32 short staple cotton i.e., below 
^''formed 75 per cent, of the whole and medium staple 25 per 
cent, while 1938'39 the figures were : short sraple 63 per cent, 
medium staple 32i per cent, and long staple per cent. 

(It) In the case of Jute in 1937''38 the areas under depart' 
mental varieties was 1,763,000 acres out of a total of - 2,889,000 
acres, 

(Hi) The remarkable expansion of the groundnut crop has 
continued until India is the world’s largest producer and its 
second exporter, despite the enormous internal consumption. 
The crop has spread from 3,000 acres in 1900 to 9 million acres 
in 1937'38. 

(tv) In respect of sugarcane, about 80 per cent, of the total 
area was brought under improved varieties by 1939, and the 
estimated production per acre expressed as gur increased from 
IT tons in 1927'28 to 1’4 tons in 1937-38. 

(v) As for rice in 1937'38, the area under improved varie' 
ties had reached 3,759,000 acres compared with 634,000 acres in 
1927'28. 

(vi) Progress in wheat production can be seen from the fact 
that the total area under improved varieties just fell short of 7 


1. Quoted by Nanavati and Anjaria": Rural Problem, pp. 89-90, • 
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million acres mark in 1937'38, this being nearly one-fifth of the 
total area. 

(v//) The tobacco industry, which was in its infancy in 1929, 
now employs about 52,00 flue-curing barns. Some 85 per cent of 
the total requirements of the Indian cigarette factories were 
provided by Indian grown leaf in 1938 and an important export 
trade had been developed. 

These were impressive achievements, but in view of the 
immense possibilities they only touched the fringe of the problem. 
As we have seen only one^tenth of the cultured area was under 
improved varieties. India spent only li annas per head of popu- 
lation on Agriculture. This comes to less than Rs. 100 per 1,000 
of population. No wonder the pace of development was slow. 
Some writers regardea this as inevitable under the circumstances. 
“ Having regard to the small holdings, to the poverty, to the 
ignorance of the Indian peasant and the variability of the seasons 
in India, it is not possible to achieve large results quickly.* The 
basic conditions of agricufeure thus required a fundamental 
change. “Indian agriculture according toBrij Narain, needed 
“ fundamental reorgmizatlon.” Ourexperience during the world 
crises suggests chat the problem of Indian agriculture is too 
difficult to be solved by rgrlcultural research and improvement. 
No real progress is possible without radical changes in the system 
of landholding and the methods of cultivation. Further, Indian 
agriculture cannot be modernized unless means arc found to 
divert surplus labour in the village to manufacturing indus- 
tries.**^ 'W_e JuUy-sub3cribe-to-Thirnew; ^ _ 

Post partition Position in Pakistan. The activities of the 
Provincial Departments of Agriculture arc being persued in 
Pakistan on the same lines as in pre-partition days. The work 
of the Punjab Agricultural College in the field of research is 
particularly notable. In 1949 the plant pathological section of 
this college to which is also attached the Research Institute 
Lyallpur, did important work to fight the various diseases 
which a fi^cct cotton, sugarcane and jawar crops, in the Punjab, 
The research carried on the Experimental Farms of the Pro- 
vincial Department of Agriculture in the Punjab has resulted in 
a new variety of cotton called ** Lasari ** being evolved. It is 
claimed that this will revolutioni the cotton industry of the 
province. Another post partition venture is the establishment 
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at Pesbawor of an Institute of Joint Technology and a Sugarcane 
Research InsHtute. The Engineering Workshop at the Punjab 
Apticuiturnl Deportment ot Lyallpur hos been tackling success'* 
fully the separation of pure cotton seeds from mixed ones. 
The Department has also achieved notable success in improving 
crop yields. 

^ The crop improvement work is being done by the pro' 
vincial departments. The Central Government co-ordinates 
this work through calling conferences and holding meetings 
of provincial and central experts. The centre also provides 
financial assistance for research and development for specific 
purposes. 

As regards the Central Institutions, Pakistan has not yet 
filled the gap caused by all the Central Research institutions 
going to India after partition. Some steps, however, have 
been taken in this connection and co-ordinating work is being 
done, though on a limited scale. 

A Pakistan Food and Agricultural Committee has been set 
up to carry out development research in all agricultural com- 
modities excepting cotton and jute. Its first meeting was held 
in May 19'19. It discussed several important schemes. It was 
decided to publish bulletins and monographs containing results 
of researches and technical contributions of interest to the 
scientific workers. jpThe hecesTity'''of''proper”co''ordinati6hn[ir' 
’i:he'''ptiblicati6h or scientific journals between the provinces 
universities, scientific associations and the centre was em- 
phasized. _ 

' '"' The first meeting of this cdinmltt'ee'’decidedT6“set up three 
sub'cemmittees* 

(0 Finance and Prioiities Sub'committee. 

(ii) Agriculture Sub-committee. 

(iii) Animal Husbandry Sub-committee. 

The functions of the sub'committees on Agriculture and 
Animal Husbandry are to assist the main committee by scruti- 
nizing and making recommendations on the various schemes 
of research submitted by the provincial Government and other 
units. 

The Food and Agriculture Committee, (it was revealed by 
the Minister for Food and Agriculture at the 2nd meeting or 
the committee held at Karachi on December 4, 1950), has re' 
ceived 24 new research schemes, 13 on agricultural matters ana 
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H on animal husbandry matters. The total cost of these 
schemes will be Rs. 70 lakhs which will be partly met from the 
funds raised under the Agricultural Produce Cess Act. The 
funds from the cess (Rs 13 lakhs), availated for this purpose 
are inadequate and the Minister suggested that the possibility 
of financing such schemes on 50 • 50 bas s between the units 
and the centre (as in the case of Indian Council of Agricultu- 
ral Research) should be considered 

A Pakistan Central Cotton Committee on the lines of the 
Indian Central Cotton Committee has b^’en established. The 
committee will deal with the improvement m the cultivation 
and marketing of cotton. In its first meeting in March 1949 the 
Committee discussed a number of important matters. The 
Committee Is co ordmating work regarding the production of 
good quality cotton in Pakistan This work comprises a large 
numbjr of schemes “-botanical physiological and technological 
— which had been undertaken in the Punjab and Smd in the 
past The Committee has decided to establish ^ Cotton Tech- 
nological Laboratory at Karachi at a cost of Rs 1,00,000 for 
technological testing of samples used by cotton breeders. The 
idea 18 to produce the finest cotton in Pakistan and to double 
the present out put. 

In some distticts of the Punjab in 1948 mixing of cotton 
and cotton seed took place To meet such a situation the Cot- 
ton Committee m consultation w»th the Provincial and Central 
Government has inaugurated a scheme under which separate 
areas for growing different varieties of cotton have been de- 
fined and mixing of cotton and cotton seed has been prohibited. 

A Central Jute Committee has also been established. Until 
its establishment research work of jute was being continued at 
Dacca in order to maintain the continuity of research which was 
being done under the Indian Central Jute Committee before 
partition. 

Another central scheme under consideration is the estab- 
lishment of a Central Institute of Agricultural Engineering Re- 
search and Traction Technology. This institute will conduct 
research on the utility, adaptation and adjustment of imported 
machinery, tractors and tractor equipment under the various 
soils and climates of Pakistan The Government has also under 
contemplation the setting up of a Central Institute of Agricul- 
tural Research which will co-ordinate research work m all 
branches of agriculture and will serve as the main centre for 
post-graduate training. 
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Another series of measures relate to the protection of 
plants against pests and diseases. A plant Protection Service 
was organised immediately after partition to protect agricultU' 
ral plants against pests and diseases. It has already done some 
good Work. It was mainly responsible for controlling the black 
head crichet in Kalat to Sind and Baluchistan where it did con' 
siderable damage to wheat, sorghun and oil seeds. This service 
has also undertaken activities like spraying and cleaning of fruit 
trees against the various kinds of pests. An insectory has been 
improvised at Karachi where a parasite which feeds on the eggs 
of sugarcane borers and thus controls its ravages is being multi- 
plied and distributed in the affected areas. Resistant varieties 
of various plants are being evolved as a measure against rust- 
An organization for the quarantine of plants has been ^estab- 
lihed in order to prevent the entry into Pakistan of exotic 
insects and diseases. All imported plants are thus examined 
and health certificates issued before they are allowed to enter 
the country. 

One of the greatest dangers to plants and trees is the 
locusts. Large breeding areas of this pest lie in the Western 
Pakistan as well as in the neighbouring territories of Iran and 
Arabia on the one hand and India on the other. In co-opera- 
tion with these countries Pakistan has been taking measures to 
control the locust menace. An Anti-locust Conference was held 
in Septembea 1948 at Tehran which recommended that Pakis- 
tan should arrange to survey and control locusts in the Oman 
Peninsula} which is an important outbreak centre affecting Iran 
Pakistan and India. Measures have already been taken to im- 
plement this recommendation. A joint locust survey of Iranian 
and Pakistanian Mekran (Baluchistan) has been carried out and 
certain breeding areas of this pest have been located. 

Another set of activities of the Government relevant to 
agricultural development relates to measures for the improve- 
ment of cattle and other livestock. Animal husbandry is a pro- 
vincial subject. The Central Government, however, is mainly 
responsible for providing research facilities and post graduate 
training and for the co-ordination of the work done at the 
provincial level. The centre has established two Animal Hus- 
^ndry and Research Institutes one at Peshawar and the other 
at Commilla for imparting post graduate training and manu' 
facturing biological products. 

Tw’o Animal Husbandry Conferences have already been 
held and their recommendations regarding the measures to 



THE STATE IH RELATIOH TO AGRICULTURE 207 

improve livestock are being implemented by the provinces and 
the state. 

The necessity of establishing a proper statistical service for 
Agricultural statistics is fully realised by the Government of 
Pakistan. This subject as the Prime Minister recently revealed 
will be one of the terms of reference of the Agricultural En- 
quiry Committee which the Government proposes to appoint. 
Another committee will deal with the important problem of 
land tenures in Pakistan, 

The Food and Agricultural Organisation of the United 
Nations has been helpihg Pakistan regarding its agricultural pro- 
blems. On invitation from our Government a number of top rank- 
ing F.A.O. experts have visited Pakistan and under took a rapid 
survey of our problems c.g. fisheries, under ground water resources, 
water logging, Agricultural extension service, improved facilities 
for storage of food grains, agricultural machinery etc. 

The Pakistan Government has asked advice from the 
F.A.O. under the united Nations expanded programme of Tech-, 
nical Assistance in respect of 26 schemes of great importance 
The F,A.O. has agreed to lend Pakistan, experts on torestry, 
rural economy, agricultural statistics, animal husbandry and 
other matters connected with agriculture. A greater portion 
of the expenditure on these experts will be met by the F.A.O. 



CHAPTER XI 

FAMINE AND FAMINE RELIEF POLICY 

Introduction , — Until the Bengal famine of 1943 it was a 
common saying that since the beginning of the present century 
famines in the Indian sub-continent were no longer food famines, 
but were only money famines. This meant that provided money 
was put into the hands of the people by giving them employment 
or charity there was no fear of starvation. This was so because food 
could be transported to areas of scarcity from the four corners, 
not only of India but also of the world. This result had been 
achieved by the revolution in transport that occurred during the 
2nd half of the 19th century, by the increase in the production 
of foodgrains made possible by the construction of artificial irriga- 
tlonal works and the policy of famine relief evolved by the Gov- 
ernment during the same period. In normal times this was 
quite true. The Bengal famine was due to certain special 
circumstances created by the war. In normal times the famine 
relief policy of the Government should operate effectively 
enough to prevent loss of human life through starvation. Let 
us trace the evolution of this policy by a rapid glance over the 
history of famines in prepartition India. 

2. History of Famines , — Famines have been known to 
the Indian sub continent from times immemorial. During the 
Hindu period famines must have occurred, though records are 
not available to give us any details about them. On such 
occasions, according to Chanakya, the state helped the people 
by remission of taxes, encouragement of emigration, granting 
relief in money and grain and by construction of artificial 
irrigational works. 

During the Muslim period several famines visited the country, 
four of them being very severe. The first was in 1343, during 
the rcicn of Mohammad Tughlak. The king** ordered provisions 
for six months to be distributed to all the population of Delhi.” 
During the reign of Akbar there was a fearful famine which 
raged all over the country for three or four years. Alms were widely 
distributed under the orders of the Emperor to give relief- Under 
Shah jehan, one of the greatest famines ever recorded in history 
visited Undia, vigorous measures of relief were adopted. 
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Another famine followed during the times of Aurangzeb. The 
Emperor granted relief through the remission of the land revenue, 
and in the words of James Mill, ** The Treasury of the Emperor 
was opened without limit, corn was bought in the provinces 
where the produce was best and conveyed to those in which if 
was most defective and distributed to the people at reduced 
priceSj 

During the rule of the East India Company (1760-1857) 
there were twelve famines and four severe scarcities. The most 
important famines occurred in 1770, 1784, 1802, 1824 and 1837. 
During this period the condition of the country was unsettled. 
Matters like wars, disorder, new judicial and revenue systems, 
administrative corruption and unemployment caused by demobi- 
lization of troops, engaged the attention of the rulers and the 
people. On the whole the attitude of the Company was deter- 
mined by commercial consideration. In later years slipshod 
methods of famine relief were adopted. Among these were 
regulation of prices, encouragement of emigration and 
occasionally construction of public works 

In 1858 India passed under (he rule of the Crown. Between 
that date and the end of the century there were several famines, 
and it was during this period that the policy of famine relief was 
evolved and perfected. The chief famines of this period were 
Year. Areas chiefly affected. 

(1) 1860 -North-West India 

(2) 1865 — Orissa. 

(3) 1868 — Rajputana 

(4j 1878 -Bihar. 

(5) 1876*78 — South India. 

(6) 1896-97— Bombay, Madras, Central Provinces. 

(7) 1899-1900— Bombay, C P. Berar, Nizam’s Dominions 
and Central India. 

3. Ev<3latcca ciFsaUac EeheSPohsy : Yrom ssiQ poim rff 
view of the famine relief policy the famines of 1865, 1876-78, 
1896*97, and 1899-1900 were the most important. 

The Oussa famine of 1865 affected five crores of people. 
Mortality was about 10 lakhs of lives Action on the part of the 
Government was slow in the begining, but later large quantities 
of food Were supplied This famine induced the first great and 
organized effort to combat distress through state agency. ^ Thirty- 
five million units were relieved (a unit bemgoneperson supported 
for one day) at a cost of Rs. 95 lakhs. 


i Indian Year-Book, 19jUi2 p> 373 
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The Great South Indian Famine of 1876-78, caused a mortality 
of 52 lakhs, and affected Madras, Mysore, Hyderabad and Bom- 
bay and later also extended to parts of Central and United Prov- 
inces and the Punjab. .It affected 58 ^ million people. Seven 
hundred crores of units were relieved throughout British India 
at a cost of ,Rs. 8| crores. “ Warned by excessive .expenditure 
in Bihar and actuated by the desire to secure econotny the 
Government relief programme was not entirely successful!.”^ 
The experiences of this famine brought home to the Government 
the necessity of placing relief on an organized basis. It was after 
this famine that the first Great Famine Commission was appoint- 
ed under the chairmanship of Sir Richard Strachey. The recom- 
mendations of this commission formed the foundations on which 
the famine relief policy was later on based. The principal of 
famine relief, or famine codes, as they were laid down by the 
commision were : — 

(1) that employment should be given on the relief work to 

the able-bodied at a wage sufficient for support, on the 
condition of performing a suitable task ; 

(2) that gratuitous relief should be given in their villages or 
in poor houses to those who are unable to work ; 

(3) the food supply should be left to private agency, except 
where that was unequal to the demands upon it : 

(4) the land-owning classes should be assisted by loans and 

by general suspensions of revenue in proportion to the 
crop failure. 

One these principles provincial codes were drawn up and 
were tested by the famines of 1896-97 and 1899-19oO and were 
amended according to experience. 

In the meantime in 187-8, the Government had instituted a 
Famine Insurance Grant of Rs. H crores a year to be provided in 
the annual budget, “ The first charge on this grant was famine 
relief, the second protective works, the third the avoidance of 
debt.”2 

The Famine of 1896-97, spread almost all over India, except 
lower Burma and extreme soutliof the Peninsula. Sixty-nine and 
a half millions of people were affected. At the time of the 
greatest distress 4,o00,000 persons were relieved. The total 
cost of famine relief was Rs, 7^ crores j revenue wa5 remitted to 


1. Ibid. 

2; Ibid,?: 375 
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the extent of Rs. 14 cores ; and loans were given to the amount 
of Rs. 1? cores. The estimated mortality in British India was 74 
lakhs of persons The success attained m relief was gretest so 
far The Famine Commission under Sir James Lyall that review- 
ed the position after this famine* recommended relief for 
special classes like weavers and hill tribes ; they laid down rules 
for managing charitable funds, advocated free grant of gratuitous 
relief. They favoured the extension of decentralized relief works. 
Before the people could recover from this famine the next 
famine came in 189p. 

The /flm/ne of 1899-1901 was very severe though it was not 
so widespread. The policy of relief was more generous so that 
Rs 15 crores were spent A special feature of this famine was 
cattle mortality. The total population affected was 594 millions. 
By the end of July 44 millions persons were supported by the 
State. Although actual deaths from starvation were insignificant, 
epidemics of malaria and cholera brought up mortality figures to 
about a million souls. The Indian States also accepted the 
responsibility of saving life during this famine, and did a great 
deal to bring their administration of relief to the British Indian 
standard. In 1900 the Maharaja of Jaipur donated Rs. 15 lakhs 
which formed the nucleus of the Indian People’s Famine Trust. 

In 1901 reported'another Famine Commission under Sir 
Anthony MacDonell, The Commission emphasized the import- 
ance of “ moral strategy *' or putting heart into the people. 
They reoemmended : assistance by takkavi loans as soon Las the 
danger was scented ; early suspension of land revenue, a policy of 
prudent boldness involving preparations for a large and clastic 
plan of rahef, constant vigilance and full enlistment of non- 
official help. They also emphasized the necessity of tackling the 
fodder problem and thus saving the cattle. Further, they 
recommendeds tarting of co-operative societies and extension of 
State irrigation in the form of protective work. 

The amended famine codes embodying these principles stood 
the test of subsequent famines in U. P., (1907) ; Ahmadnagar 
(1912) and widespread scarcities of 1918 and 1920. 

Side by side with the development of the famine relief 
policy the State took measures for prtection against famines. 
Out of the Famine Insurance Grant, already spoken of, protective 
railways and protective irrigation works were constructed. The 
latter were constructed as recommended by the Irrigation 
(Commission (1903) in the most famine-susceptible districte-of 
India in the Bombay Deccan and in the Central Provinces. 
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Apart from these the resistance power, of the people 
increased due to various causes like greater industrial develop- 
ment, improved rural credit, better means of transport and the 
various activities of the Departments of Agriculture, which 
helped to increase the productivity of the land. 

4. The Famine Relief Fund. Under the Act of 1919 
the Provincial Governments were required to institute a Famine 
Relief Fund by annual assignments from their revenues. This 
Fund was invested with the Central Government which paid 
interest on it. It was available for expenditure on famine relief 
under spacified conditions. Under the Act of 1935 there was 
no provision for a separate Famine Relief Fund. Some Provincial 
Governments, however, instituted new Famine Relief Funds 
w'hich were invested in securities of the Central Government. 
To this cud Acts wcti passed by Provincial Legislatures in 
Madras, Bombay, Bengal, United Provinces, Bihar, Central Prov- 
inces and Berar, North-West Frontier Provinces, Orissa and 
Sind. The Punjab Government decided to continue the Famine 
Relief Fund but have considered it unnecessary to have an Act 
of the Legislature to constitute the new Fund. Assam had no 
Famine Relief Fund. 

' t 

In the meantime “the Indian People's Famine Trust*’ which 
as we have seen was established in 1900, when the Maharaja of 
Jaipur gave. a sum of Rs. 15 lakhs, increased in volume. Within 
a few years due to private philanthropy it stood at Rs. 28 lakhs. 
During 1934, it increased further when the invested balances of 
the United Provinces Famine Orphans’ Fund were transferred 
to it. This fund was administered by a board of management 
consiiting of 13 members appointed from different provinces 
and States. The income from the investment of this fund was 
utilized for relief work whenever necessary. In later years, 
due to the change in the character of the famines, the fund was 
used to relieve distress due not only to failure of rains but also 
to floods and earthquakes. The Trust, however, only supple- 
mented the expenditure in relief undertaken by the Government. 

5. The System of Famine Relief.— A few words may 
now be said about the system of famine relief. A complete 
machinery existed in the hands of the Government to tackle 
the famine when it arrived. Steps were taken not only 
when the famine had actually arrived but preparatioris were made 
in anticipation; (a) “In ordinary times Government is kept 


1. Indian Year Book, 1943*44, pp. 326*27. 
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informed of the materiological conditions and the state of the 
crops; programme of suitable relief works are kept up to date* the 
country is mapped into relief circles, reserves of tools and plants 
are stocked ” (b) “ If the rams fail, policy is at once declared, 
non-officials are enlisted, revenue suspended and loans for agricuL 
tural purposes made. Test works are then opend, and if labour 
m considerable quantities is attracted, they are converted into 
works on code principles Poor houses are opened, and gratuitous 
relief given to the infirm.” (c) “On the advent of the rams the 
people are moved from the large works to small works near their 
villages, liberal advances are made to agriculturists for the pur- 
chase of plough, cattle and seed” (d) “When the pricipal 
autumn crop is ripe, the few remaining works are gradually closed 
and gratuitous relief ceases, (e) “All this time the medical sta^ 
IS kept in readiness to deal with cholera* which so often accotdpa' 
nies famine and malaria, which generally supervene when the 
rains break.”^ 

Up to the time of the Bengal famine this system worked quite 
satisfactorily “ Famine in the old terrible sense of the words,” 
we were told, “ceased to occur.” This was due to possibility 
of moving food from surplus areas to dificit areas on account of 
the development m the means of communications and transport 
and the relief machinery of the Government described above. 
But this system or relief failed in 1943, especially in the case of 
Bengal. 

6 Causes of the Bengal Famine of 1943 44 Although 
the food situation could not be regarded normal during the first 
two years of the War, since food prices were rising, the difficul- 
ties in their acute form dated from the entry of Japan into the 
war in December, 1941 The worst sufferer in the scarcity that 
followed especially after the end of 1942 was the Province of 
Bengal. Apart from this province acute food scarcity was experb 
enced in Madras, Bombay, and the States of Travancore and 
CoeVur. In Bengal, according to the Famine Commission, 
million^ persons died due to the famine and the epidemic that 
followed m its wake. 

According to the Bengal Famine Enquiry Commissions^ the 
causes of the tragedy were as follow . — 

1. During 1943. there was a serious shortage in the total 
supply of rice available for consumption in Bengal as compared 
with total supply normally available. This was due to— 


2. Famine Enquiry ComUifalon, Report on Bengal, p. 110 

3, Ibid, op cle. p. 77. 
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(a) a shortage in the yield of winter rice crop (aman^) of 
1942 combined with ■ ' 

(h) a shortage in the stock of old rice carried forward 
from 1942 to 1943. 

II. Of the total supply available for consumption, the 
proportionate requirraents of large sections of the population 
who normally buy their supplies from the market, either all the 
year round or a part of the year, were not distributed to them at 
a price which they afford to pay. This was due to : 

(a) the incapacity of the trade operating freely in response 
to supply and demand to effect such a distribution in the 
conditions prevaling ; and 

. (b) the absence of that measure of control, by the Bengal 
Government, over producers, traders and consumers in Bengal, 
which is necessary for insuring such a distribution. 

III. The supply of rice and wheat which under normal 
conditions would have been available to Bengal from sources 
external to the province, was not available during the closing 
months of 1942 and large part of 1943. This was due to ; 

(a) the loss of imports of rice from Burma, and 

(h) the delay in the establishment of a system of planned 
movement of suplies from surplus provinces and states to deficit 
provinces and states. 

Thus according to the Commission the famine was due to (i) 
shortage of supply, (i7) breakdown of normal machinery of 
distribution (Hi) incapacity of the authorities to meet the 
situation. A few words on each of these causes would be 
.instructive. 

; ' 7. Shortage of Supply of Rice in 1943.— This was due to 

the low yield of the the aman (winter crop) reaped at the close of 
1942. There was little carry-over from the previous ' year. The 
aman crop for 1940 was exceptionally poor. Stocks were heavily 
drawn upon in 1941. The aman crops of 1941 was good but not 
good enough to replenish stocks materially. In fact Mian Afzal 
Hussain in his Minute contends that there could not have been 
any stock to carry over during the year in question. “ Bengal 
had no carry-over of rice worth considering in the beginning 
of 1943.” ^ 

Early in 1942 Burma fell and imports from that country 
(about two million tons a year on the average) ceased. Exports 


1. Aman crops is the main crop of Bengal rice 

2. Report, op. cit., p. 187. 
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from Bengal to areas, which more seriously depended upon 
Burma rice, increased during the first half of 1942. In 1943 loss 
of imports from Burma was only partially off'set by imports from 
other parts of India. “It appears probable,” says the Commission, 
” that total supply during 1943 was not sufficient for the province 
and that there was an absolute deficiency of three weeks’ require- 
ments, This meant that even if all producers sold their entire 
surplus stocks without retaining the usual reserve for consumption 
beyond the next harvest, it was unlikely that consumers would 
have secured their normal requirements in full'.” 

8. Failure of Distribution Machinery. — In the summer of 
1942 situation arose in rice markets of India including Bengal, 
when normal trade machinery was beginning to fail to distribute 
supplies at reasonable prices* This was caused by stoppage of 
imports from Burma, which transferred demand of areas depend- 
ing on Burma rice (Ceylon, Travancore, Cochin, Western India) 
to other markets, in the main ricc*producing areas of India. Other 
wartime circumstances accentuated the distress thus created. 
Bengal being near the military operations and base for fighting 
in Burma, suffered most from material and psychological reper- 
cussions. Shortage of supply and absence of control were bound 
to raise the price of rice to a level at which the poor were unable 
to obtain their needs. 

9. The Kesponsibility of the Bengal Government. — At 
this time the Bengal Governmrnt should have taken measures to 
control supplies and ensure their proper distribution at controlled 
prices. The Provincial Government failed to do so The Com- 
mission attributes this failure to political causes. “ Between the 
Government in office and the various political parties, and in the 
early part of the year (1943) between the Governor and his 
Ministry, and between the administrative organisation of Govern- 
ment and the public, there was lack of co-operation, which stood, 
in the way of a united and vigorous effort to prevent and relieve 
famine.” ^ 

The main errors committed by the Bengal Government^ 
according to the Commission were : (i) Failure to set up proper 
procurement organisation to obtain control over supplies. For 
this reason price control measures taken in June, 1942 did not 
succeed. (//) In January and February, 1943, the Government tried 
to obtain control of supplies through unofficial agencies. This 
was a mistake. Official agency would have been ruore rell^bl?, 
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00 In March, 1943 decision was made in favour of “ decontrol’* 
which was again a mistake. Control was essential under the’ 
circumstances, (/v) In May 1943, the Government of Bengal pressed 
strongly for unrestricted free trade ” ' in Eastern Reeionf in 
preference to modiHed free trade.” This measure couid not 
save Bengal but led to severe distress and possibly starvation 
in the neighbouring areas of the region. ” 2 xhe result of 
decontrol and unrestricted free trade ” was that greater 
supplies reaching Calcutta were not under the control of Govern- 
ment and hence rationing could not be introduced in Greater 
Calcutta. Even when the policy was reversed there was consider' 
able delay in introducing rationing, (v) Arrangements for receipt, 
storage and distribution of food supplies from other parts of 
India during the autumn of 1943 were thoroughly inadequate. 
The proportion of the supplies received during the height of the* 
famine was not distributed to the needy in the districts where 
such food was mostly required. ” Better arrangements for despatch 
and distribution would have saved many lives ”. (vi) No timely 
action was taken on the official reports of distress received from 
the countryside and in many cases relief was limited on financial 
grounds. 


These are extremely serious charges by a body which must 
speak with authority. It is thus that the Bengal famine was called 
a “ man-made famine.” 


10, The Responsibility of the Government of India. ^The 
then Government of India also cannot escape responsibility. They 
should have established a system of planned movement of 
suppliesfrom surplus to deficit provinces early enough. Steps 
in this connection were taken with consideraole delay. It 
appears the Government of India was respecting the autonomy of 
the provinces during an emergency in which such niceties of 
behaviour were out of place. 

The main errors of the Government of India according to 
the Commission were (i) They failed to recognize early enough 
the need for planned movement of wheat and rice from surplus 
to deficit areas. The Basic plan should have come ealier than it 
actually did in the closing months of 1942. (a) The Government 
of India must share with the Bengal Government in the decision 
of decontrol made in March, 1943. (//i) They should have 
announced that they could provide month by month full quantity 
of wheat required by Greater Calcutta and a certain quantity of 


1. See footnote on next page for explanation of these termf, 

2. Report, p. 106. 

fc fit '' 
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rice, (fo) They erred in deciding to introduce unrestricted free 
trade^.’* 

11. The Responsibility of the People— According to the 
Commission the atmosphere of fear and greed in the absence of 
control was one of the causes of rise in prices. “ Enormous 
profits were made out of the calamity, and in the circumstances 
profits for some meant death for others.^* It has been reckoned 
that the amount of unusual profits made on the buying and sell- 
ing of rice during 1943 was 150 crores.’^® A large part of the 
community lived In plenty while others starved, and there was 
much indifference in the face of suffering, corruption was wide- 
spread throughout the province and in many classes of society.'’f 
At another place they say, “ Men, women and children died as 
much because they could not pay for the food they needed as 
because food was not available.*’* 

12. Steps taken by Government of India. To meet the 
food situation in the country the Government of India took 
certain steps which may be noted. 

(a) To deal with the control of food prices, supply and distri- 
bution of food'stuffs and to co-ordinate civil and military pur- 
chases, a Food Oeparement was set up on 2nd December, 1942. 
From ianuary, 1943, this Department took over from the Supply 
Department the task of procuring and purchasing the food 
requirements of the Army. 

(b) A Central Food Advisory Council constating of officials 
and non-officials was established in July, 19^2, to pursue the task 
of food production on an all-India basis. The task was also 
attached to the Food Department, Thus was started the * Grow- 
More-Food campaign.’ 

1. These were the alternatives of policy considered In April, 1943 at a 
meeting between the representatives of Government of India and Government 
of Bengal. Both proposals involved withdrawal of powers from the Provincial 
Government, But “ mocfltfert' tree trade '^'tnvofveO' the retention of power of 

control ' ’ ' n 

alonet. 

private 

Govecni « 

Govetnr 
Would b< 
happen. 

2. Report, p 107. 

3. Ibid p. 80. 

4. Ibid p. 107. 

?. Ibid p 76. 
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(c) The Food Department adopted the Basic Plan for one year 
^dmg November, 1943, with respect to the major foodgrains. 
The idea was to facilitate the procurement, transport and distrb 
DUtion or foodgrains from the surplus provinces for the benefit of 
the deficit provinces. For this purpose regional Commissioners 
were appointed to maintain liaison between the provincial or 
state administrations and the centre and to ensure that the food 
plan was implemented. 


The Basic Plan achieved the distribution of 1,240,000 tons of 
foodgrains in 7i months. From 18th August, 1943 a revised Basic 
Plan came into operation. The aim of this plan was to distribute 
1,480,000 tons of foodgrains from surplus to deficit areas from 
August, 1943 to March, 1944. 

(d) In addition price control of certain food products and 
rationing was instituted in certain urban centres which met with 
varying success. 

(e) In July, 1943, a Foodgrain Policy Committee was appoint- 
ed with the following terms of reference : 

To examine the past policy and present position in India 
in relation to the supply, distribution and price of foodgrains, in 
the light of the relevant conditions, including those imposed or 
liable to be imposed by the war, and to make recommendations, 
both of policy and for administration, for securing for the 
duration of the war, maximum supply, equitable distribution and 
proper control of prices in relation to foodgrains.” 

13. Recommendations of the Food Policy Committee ; 
Among the important recommendations of the Committee were-^ 

(a) The ‘ Grow-More-Food campaign ’ should be encouraged 
by the Government by large'scale distribution of improved seed, 
production and supply of better manures (composts from night' 
soil, assisting the manufacture of Ammonium Sulphate), prorao' 
tion of irrigation and drainage schemes, prevention of depletion, 
of India’s milch and draught cattle, importation of tractors and 
other agriculrural implements, securing fuel and lubricating oil 
required by agriculturists, regulation of crop production, co.npell' 
ing the cultivation of culturable waste, increasine the strength of 
provincial Departments of Agriculture and promoting schemes of 
research especially, those bearing upon the immediate shortage of 
food production, 

(b) India must cease for the duration of the war to be a net 
exporter of food. No export of rice should be permitted at all, 
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(c) The Government of India should (i) press for imports to 
create a Central Food Grains Reserve which should not be less 
than 500,000 tons. This will help the Government in enforcing 
price policies, (//) press the United Nations to arrange for 
imports for current consumption to make up for the loss in net 
imports. The amount imported for this purpose was to be 
1,000,000 tons of foodgrains a year. 

(d) Procurement machinery should be set up in the various 
areas to procure foodgrains on behalf of the Government. The 
work should be entrusted to the agencies set up by the provinces 
and the states and competitive buying should be eliminated as 
far as possible. Requisitioning from the cultivator should be 
resorted to with extreme caution. Consumers’ goods should be 
made available to the cultivators in exchange for foodgrains 
preferably through co-operative societies. Gold and silver may 
also be provided for the cultivator if necestary. 

(e) As regards movement of food, an officer-in'charge of 
movement is required in the Food Department. Complete control 
of, and co-ordination over, coastal shipping should be secured, 
priority of movement of food should be secured by proper 
organization of country craft, river and canal transports should be 
organized for the movement of foodgrains and more use should 
be made of road transport. 

if) Rationing should be introduced forthwith in the larger 
cities of India, both in the deficit and surplus areas, in the first 
instance in chose with populations of one lakh and over and 
should be progressively extended. Rationing should extend to 
all classes and sections of population and should cover all major 
foodgrains of the area under consideration, anti-hoarding mea- 
sures should be drastically enforced. 

(g) The disparities of food prices in different areas should be 
narrowed down by reducing prices where they are too high. This 
should be done by importation of maximum quantities of food 
products from surplus areas and overseas into deficit areas. 

14. Government Action on F, G. P. Committee Report i 
The recommendations of the Committee were accepted by the 
Government and their policy was moulded accordingly. In a 
conference convened at Delhi in the middle of October 1943, 
the Food Member announced three lines of policy j — 

(i) Banning of all exports of food. 

{//) Taking steps for the import of foodgrains. 

(/«) Appointment of a Central Advisory Committee. 
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At the conclusion of the Conference the Central Govern- 
ment announced its decision in favour of (a) the basic plan of 
procurement, (b) Statutory price control of major foodgrains and 
(c) urban rationing. 

The policies were implemented by practial steps. E\-port of 
foodgrains was prohibited. Arrangements were made for imports, 
diough during the 12 months following the Report of the F.G.P. 
Committee, only 800,000 tons could be imported instead of 
1.500,000 recommended by the Committee. This deficiency was 
attributed to the difficulties of getting shipping .space in view of 
other pressing needs of the war. To facilitate procurements the 
Foodgrains Control Order, of May 1942, was rigidly enforced. 
This order required dealers in foodgrains to take licences and 
submit monthly returns of their stocks. No one could hold 
more than 40 maunds of foodgrains at a time. A Price Advisory 
Panel was established. Statutory prices on All-India basis were 
fixed for W-'hcat, Bajra and Jowar. Since it was thought unfair 
to curb foodgrain prices while leaving other commodities un- 
controlled, on 16th October, 1943 by an Ordinance, profiteering 
in all commodities, except those already under control, was 
prohibited. Urban rationing was introduced, so that by the end 
of October 1944, 420 cities with a total population of 42,000,000 
had been rationed. Finally the Grow-Morc-Food campaign was 
intensified to increase production. 

15. The GroW'More-Food Campaign ; In April 1942 the 
Government of India called a “ Food Production Conference,” 
which was attended by representatives of provinces and states. 
The object was to propose measures fot the increased production 
of foodgrains in India, particularly to meet the situation arising 
out of the loss of imports of rice from Burma. 

The measures recommended by the Conference, which were 
to constitute the Grow-MorC'Food campaign were as follows 

(0 An increase in the area under food and fodder crops 
by : — 

(a) bringing new land including fallow land, under culti- 
vation ; 

(h) double cropping ; and 

(c) diverting land from non-food crops to food crops. 

O’l) An increase in the supply of water for irrigation by the 
improvement and extension of existing Irrigation canals, 

• the construction of additional wells, etc. 
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'• The extended use of manures and fertilizers. ' t 

(iv) An increase in the supply of improved seeds. 

' The campaign was conducted on these lines by the Centrah 
Provincial and State Administrations. The Central Government 
helped mainly by making grants and giving loans. The grants 
were partly from the Central Revenues and partly from a fund 
called the Cotton Fund, created in 1942 out of the proceeds of 
an additional customs duty on the imports of raw cotton. 
“ The object of this fund was to enable Government to take 
steps for the relief of the situation arising out of the stoppage of 
cotton exports to Japan by, inter alia, financing measures designed 
to assist the cultivator to change over from short'staple cotton 
toother crops.” ^ 

The total loans and grants made by the Central Govern- 
ment in two years ending 1944-45 were as follow: — 

Ra. Lakhs 




1943-44 

1944'4S 

Total 

Loans 


1644 

1291 

293 5 

Granca I 

Central revenues 

698 

162*0 

231'8 

from I 

Cotton Fund 

14 8 

23*3 

38*1 


Expenditure of about equal demensions was also incurred by 
the Provincial and the State Governments from their own 
resources. Grants were generally made on a 50-50 basis. 


16 Actual Work and Achievements. — We may briefly 
review the actual work done under this compaign, following the 
lines laid down by the Food Production Conference. 

(0 Increase In area under food and fodder crops. This was 
to be achieved by bringing new land under cultivation, including 

fallow land, double cropping, and diverting land from non-food 

crops to food crops. The reasons why culturable waste was not 
cultivafed were obvious. Only very expensive measures could 
help in this connection. Various measures, ho^^ve^, wore taken 
to encourage the bringing of new land under the plough. Such 
were interest-free loans, rent-free leases for a term of years, 

rebate on assessment ofland revenue, the supply of water for 

irrigation free or at concessional rates, the supply of seed at 
cheap rates, and the amendment of tenancy laws etc. borne 
fallow land was also brought under cultivation mamly due to 
prices, Double-croppins land was exten^d conyd^blv 
05 million acres more in 1943-44 compared with 
X* years ending 1941-42). As regards diversion from non food 

1- The Famine Enquiiy Commlision (Final P 
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to food crops arcn under cotton was reduced from 74'7 millinn 
ncrc. in 1941-42 to 19-2 million in 1942-43 In i” pice mainly 
lowar. and baira were nmwn. But the reduction of cotton 
reduced the supply of cattle food represented by about 500,000 
tons of cotton seed. Similarly area under jute was reduced bv 
nbout a million acres between 1942^43 and 1944-45 and rice was 
^rown instead. This also was mainly due to high price of rice* 

The table below gives ebanpes brought about in area under 
the various crops mainly by the Grow-More Food Campaign. 


AREA IN MILLION ACRES. 
Crops 3 years’ 3 years’ 

1942-43 

1943-44 

n%'crnf;c 

cndinR 1938*39 

Rice (All India 

average 

ending 1941*42 

5r9 

53.4 

excluding Rcnpal) 

«•« 

• •• 


... 

BcnRnl. 

... 

**» 

23-3 

24*6 

Wheat 

34-8 

34‘3 

-4-4 

33*7 

Barley 

6-3 

6-3 

6*8 

6-7 

Jownr 

34-8 

33'7 

35-9 

36-0 

Bajrn 

Moire 

16-9 

17-9 

22*2 

21*1 

6*3 

6-3 

6*9 

6*9 

Rngl 

5-4 

5-4 

5‘5. 

5’4 

Gram 

14‘9 

13-5 

157 

15*2 

Apart from rice, 

it will be 

seen that only 

in the 

cases of 


inferior grains like jowar and bajra appreciable increases took 
place in the area under them. These were brought about by 
reduction in the area under cotton. Increase in the area under 
rice was partly attributable to its reduction under jute. Exclusive 
of Bengal (the figures for which are not comparable with previ- 
ous years) *' the area under rice in India in 1943-44 was one 
million acres greater than any year during the previous ten 
years.”^ 

(it) The second set of measures aimed at increasing the yield. 
This was to be done by increase in the supply of water for 
irrigationi extended use of manures and fertilizers and increase 
in the supply of improved seed. 

The irrigation schemes put forward under the Grow-More- 
Food Campaign consisted of : (a) reconditioning of old and the 
construction of new tanks and open wells» (h) the construction 
of tube-wells fitted with power-driven pumps, (c) the erection 
of Pumping plant for the raising of water from rivers and 
minor extensions and improvements to existing canals. 


1. Famine 'Coihmission Report, op» cit., p. 22. 
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Crores worth of rupees were sanctioned for such schemes 
but “ the additional area brought under irrigation has not yet 
been large.” ^ The Famine Commission attributed this to 
several causes : “ Departments are short-handed, materials are 
difficult to obtain, skilled labour is in short supply and above all 
delay is inevitable in obtaining macheniery.”- Greatest progress 
was shown by the Punjab where 300,000 to 400,000 additional 
acres were brought under irrigation in three years after 1942-43. 

As regards manures little success was achieved under the 
compaign in this connection. Due to pressure on land green 
manuring made little progress , bone meal manure was usually 
of small amounts There was possibilities of preparing compost 
from town refuse and nighc-soil. Arrangements were made to 
train staff for this purpose. Production was started and by the 
end of December l944, 130,000 tons of such manure had been 
prepared. Sales were subsidized by the Government. Oil- 
cakes could be a source of manure but it was also a valuable cattle 
feed. As regards chemical fertilizers India Imported 100,000 tons 
of them in 1939. The imports stopped during the war By the 
beginning of 1944 only 20 000 tons produced m India were 
available. The Government succeeded m getting imports of 
76,000 tons and 34,000 tons during 1914 and early part of 1945. 
" The restrictions on the supplies of artificial fertilizers has 
undoubtedly been a great handicap to the Grow More-Food 
campaign.”^ 

Improved seed also were distributed. The principal 
agencies for multiplication of improved seed were the Provincial 
Agricultural Departments and registered growers under their 
supervision. Extension of improved seed takes time. Even then 
it Was possible to produce and distribute an additional quantity 
sufficient to cover an area of about 4 million acres * 

Efforts were made to increase the supply of better 
vegetable seeds which before the war were imported from 
European countries, A seed farm was established in Balu- 
chistan and arrangements was made in Kashmir for the acclima- 
tization of vegetables of European type and for the production of 
seed on a large scale Steps were also taken for the preservation 
of cattle and importation of improved implements Restrictions 
were placed on the slaughter of cattle by the military. There 
was shortage of supply nf iron and steel for replacing and mak- 
ing agricultural implements. According to the then Goverq- 


l. Ibid, p 15 
I Ibid, p 11. 


2. Ibid. p. 16 
j Ibid 
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ment of India a minimum of 25,000 tons of iron and steel per 
quarter were required for this purpose. It was not- possible to 
secure this amount. As regards more improved implements it 
was estimated that for 19H, 151 tractors were required. Out 
or these only 19 tractors were received. 


Now as regards the increase in the yield of the various 
crops brought about by all these efforts the’ table given below is 
significant *— 


yield in million tons 


Crops. 

3 years’ average 

3 years’ average 

1942-43. 

1943-444. 

Rice (All India 
excluding 
Bengal ... 

ending 1938-39, 

ending 1941-42. 

17*9 

18*8 

Bengal ... 

• ** 

• •• 

7*0 

10'3 

Wheat 

10-2 

10'3 

II-O 

9*7 

Barley 

2*1 

2*1 

2*2 

2*2 

Jowar 

6-8 

'•*8 

6*7 

6*7 

Bajra 

26 

2*9 

4*0 

3*7 

Mnirc 

2-0 

2*1 

2*4 

■ 2*4 

Ragl 

1*7 

1*8 

1*8 

1*8 

Gram ... 

3-5 

3*3 

4*1 

3*3 


Apart from bajra and rice no significant increase in yield is 
indicated by the above table. 1943-44 rice crop was exceptional- 
ly good. There was a record yield. The highest yield recorded 
for all-India excluding Bengal, during the previous ten years, 
was 18’4 million tons in 1936-37. Compared with this the yield 
in 1943-44 was higher by 400,000. But the yield of rice fluctuates 
over a wide range. 


I7. Conclusion regarding the Grow-More-Food Cam- 
paign ; The Grow-more-Food Compaign mostly concentrated in 
increasing the production of cereals. Every possible measure 
was adopted : propaganda, extension of cultivation, double- 
cropping, diversion of land from non-sfood crops to dereal crops, 
increased irrigation, conservation and development of manurial 
resources, subsidized manure supplies and distribution of im- 
proved seeds, legislation concessions, compensations, rewards 
and financial assistance to the cultivator. The war-time high 
prices provided an additional stimulous. But the net result of 
these efforts were not spectacular, as the Famine Commission 
put it. The total production of the main cereals increased only 
by three million tons if we compare the average for ihe year 
1942-43 and 1943 -44 with the average of six years ending,1941r 
42. Even this did not mean aiiy substantial improvemerit in 
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the overall position during the years 1942-43 at 1943-44 as 
compared with previous years. The food situation in fact 
further deteriorated in later years. The lesson of this meagre 
result was that the ultimate solution of the Indian food pro* 
blem did not entirely lie in the direction of measures adopted 
under the Grow-More-Food Campaign. 

18. Famine Commission on Agricultural Policy : The 
Famine Commission mas appointed in 1944 with two purposes in 
view (a) to investigate the causes of the Bengal Famine of 194.^ 
and (h) to suggest future lines of policy with respect to food and 
agriculture. The first report of the Commission was published 
early in 1945i and dealt with the Bengal Famine. The second or 
Final Report came out latter in the year. In this report the 
Commission surveyed the agricultural problem of the Indian 
sub'Continant in all its aspects. This was the most comprehen- 
sive survey carried out in this field after the Royal Commis- 
sion on Agriculture reported in 1928. 

Regarding the future food and agricultural policy the main 
lines suggested by the Commission were 

(/) “ The state should recognize its ultimate responsibility 
to provide enough food for all.*** 

(//) Cereals are the basic food of the people. The aims 
should be self-sufficiency in this respect. 

(>7f) The cultivator should be ensured a reasonable return 
from cereals through a policy of price control. The state must 
determine from time to time the minimum price of rice and 
wheat which are fair to the producer, and maximum price fair 
to the consumer and ensure that prevailing prices will fall with- 
in this range.2 The will imply control of imports and keeping 
of adequate reserves to meet an emergency. 

Incteaied oC 

protective and supplementary foods. Mere increased pro- 
duction of cereals will not improve the diet of the people. 
The Commission endorsed the recommendation of the United 
Nations* Conference on Food and Agriculrur*». that the dietary 
standards or allowances based upon a scientific assessment of 
the amount and quality of foods, in terms of nutrients which 
promote health, should be adopted as “ the ultimate goal of 
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food and nutrition policp.” Among such are vegetables, fruits, 
milk, tats, fish and eggs, 

(v) Agriculture should be re-organized. The above pro- 
duction programme will depend upofi the labours of millions of 
cultivators large and small, unless they can benefit from the 
resources made available by science, progress will be impossible. 
Accordingly the Commission devoted consideraWe attention to* 
the question of land tenure, rent, co-operation and agricultural 
economy in general. We have discussed such questions already 
in this book. 

(vi) Finally the development of industry is emphasized. " In 
order to increase agricultural production and improve the nation- 
al diet,” write the Commissioners, “ simultaneous industrial 
development to augment the total wealth of the country is 
essential.” 

19. Minutes of Dissent : Two minutes of dissent were 
appended to the Report. One was by Mian Afzal Hussain who 
argued that the -Commission’s emphasis on self-sufficiency in 
cereals, and their taking the rice-eater’s diet as unchangeable; 
was to support tradition rather than science He believed 
that over-emphasis on cereals is misplaced, it gives an 
exaggerated importance to such a source of food, and such 
a policy will be a serious obstacle in the path of a satis- 
factory solution of the food problem of India, in a manner 
as will improve health, raise physical efficiencj’’, increase 
capacity for work and lead to better mental growth,” ” It 
is abundant health,” he continues, ” not mere satisfaction 
of hunger, that should be the aim of a food policy. India 
is suffering, and in fact has been suffering, for some decades from 
a very acute famine of ** protective ” foods ; which has 
brought about physical decline and inefficiency, both in men and 
cattle, and if not attended to immediately may have serious 
consequences in an emergency.”^ We are in complete agreement 
with the position taken by M, Afzal Hussain. Eminent authori- 
ties like the Royal Commissionon Agriculture," Sir John Russelr 
and Dr. Wright have also expressed similar views. 

The second Minute of Dissent was by Sn N. B. Nanay a ti. 
He did not agree with the Commission in their non-committal 
attitude towards Permanent Settlement and was definitely in 
favour of its abolition not only on economic but also on moral 


1. Report, p, 341 (Niinutc by M, Afral Hussain). 

2. Report, Agricultural Commission, p, 493 

3. Russell, Report, p. 21, 
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grounds. He also suggested a number of Agrarian reforms to 
remove the various disabilities and handicaps under which the 
agriculturist worked in India Among these were : small and 
fragmentary holdings, lack of incentive due to defective tenure, 
indebtedness, lack of capital, defective marketing, loss of labour 
time, lack of crop control and planning. Sir Nanavati was in 
favour of state ownership of land, with occupancy rights to 
cultivators, consolidation of holdings, more equitable taxation 
of land, restrictions on transfer of land, etc. “ The fundamental 
problem of agriculture,** he concluded “is to transform this, 
occupation from a mode of living into a business proposition for 
the benefit of the cultivating classes.” For this comprehensive 
and to some extent revolutionary measures were necessary.. 
“ Without such measures it is impossible effectively to solve for 
this country the most baffling problem of our economy, namely, 
poverty in the midst of plenty.”* 

20. Food Position of Pakistan. — Prepartition India 
was normally a deficit country in food grains. Pakistan’s over 
all position is that of a surplus country in this respect- It has 
been estimated that after making due allowance for internal 
Consumption at the current prices and allowing for wastage and 
seed requirements, Pakistan should have a surplus of food grains 
to the tune of about 400,000 tons to 500,000 tons a year. 

This surplus, however, can be expected only in a normal 
year in which crops are good and no damage is caused to crops 
and stocks through flood or other visitations of nature. So far, 
since the partition the only year that could have been called 
normal was the year 1949-50. The post partition months of 
the year 1947-48 were disturbed due to movements of refugees. 
There was general unsettlement and crops suffered from neglect 
and wilful destruction on the part of those who left thfe’ 
t.'Ci'fiTitTf. Tl'nosfe ti'Vi'o •t.'iffire Vi “i-cwTi 

not reap the crops properly since they had been sown by others 
who were not there. There were difficulties and confusions due 
to allotments of land and considerable production was wasted 
through sheer uncertainty of ownership. Heavy rains and floods 
of 1947 also caused damage in certain localities. 

The year 1948-49 was again a bad year from the point of 
view of food. Not only sowing of crops was affected due to 
the unsettled conditions of the immediate post-partition period 


1. Famine Report, p, 375 CMinute by Sir M, B, NanavatO. 
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production was further affected adversely due to heavy rains 
and lloods again in 1948. The damage caused by floods in East 
Bengal alone was estimated at 2,90,400 tons. The loss to the 
standing kharif crops in the Punjab was put at 2,64,000 tons 
and in Sind at 150,000 tons. The Punjab lost another 9,000 tons 
of stored up food grains. And this at a time when Pakistan had 
to face a net addition to population of about 20 lakhs of 
refugees from India. These represented the excess of those who 
entered Western Pakistan over those who left this part of the 
country. Apart from the damage done to food grains by floods 
etc. the actual production was also less than normal because 
extensive areas remained uncultivated. Whatever cultivation was 
done was undertaken under difficult conditions of unsettlement 
by people many of whom were resourceless refugees. They 
moreover, were not sure whether their allotments of lands would 
be permanent. Further, trade and commerce was dislocated due 
to the migration out of the country of the middlemen traders 
and financiers who were almost entirely non-Muslims. The fear 
of scarcity and desire for black marketing led to hoarding of food 
grains by larger producers. Smuggling to India, where prices were 
exceptionally high, further reduced the supplies available in the 
country. The result was that Pakistan’s surplus producing 
provinces of Sind and the Punjab and the State of Bahawalpur 
themselves became deficit areasj not to speak of their ability to 
feed the deficit area of N. W. F. P. Baluchistan &. East Bengal. 
Forced by these circumstances Pakistan had to apply to the 
internatimal Emergency Food Council for allocation of 160,000 
tons of wheat and rice to be obtained from other countries. 

It was this imported food grains, arriving in the country 
in December 1948 and January 1949, which eased the food 
situation. Arrival of foreign food grains and the good pros- 
pects of Rabi crop of 1949 also led to dishoarding of food 
grains on the part of those who were keeping them back in 
expectation of high prices and making black market profits. It 
was thus that in 1949 food grain prices came down to the 
controlled level and in certain areas even fell below that level. 

Procurement of Rabi food grains of the 1949-50 year 
was quite satisfactory. This led to the restoration of the 
original ration of 8 Chhatak per adult. Compulsory rationing 
of rice was withdrawn. It was now open to every body to 
receive ration in wheat or rice or part of each as he liked. 

Food position in East Pakistan, however, continued to 
cause anxiety through out the year 1949. For the year ending 
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3l8t October 1949 the officially accepted deficit of nee was 
140,000 tons Put as a result of damage caused by rams and 
Hoods the deficit considerably increased later. 

The food prospects for the year 1950 51 were bright until 
the Punjab floods or September cause a general havoc Large 
quantities of food grains, it was thought, had been carried away 
by the floods and considerable damage to khanf crops had 
been done Later reports, hotvever, showed that the damage 
though significant was not as serious as was feared The Pakis' 
tan Food Minister after his tour of the affected areas describ 
ed the food position as excellent. In the mean time the Gov- 
ernment suspended the export of wheat to West Germany 
and Japan (to which she was committed by agreement) pending 
the proper assessment of the damage Pakistan had agreed to 
export 250,000 tons to West Germany and 100,000 tons to 
Japan. Some of this wheat had already been exported. 

It is, however, expected that during the next year due to 
increased fertility of the sods caused by floods the harvests arc 
going to be bumper ones. 

Thus on the whole Pakistan has not yet had a really nor 
mal year in which she could tahe advantage of her surplus food 
position. Compared to the Indian Union, however, Pakistanis 
have had enough to eat and there has been no real scarcity to 
speak of. The gas between production and consumption have 
been readily filled by imports in moderate quantities. The 
food position has been satisfactory enough to enable the Gov- 
ernments of the provinces of West Pakistan to abolish ration- 
ing of food grains. 

The rationing of sugar, however» still continue because 
Pakistan suffers from a deficit of about 2 Iskhs tons with res- 
pect to this commodity. Since trade with India has been pracci- 
cally at a stand-still, due to the devaluation crisis’, Pakistan has 
been depending upon imports of sugar from outside countries. 
In the meantime a big sugar factory has been sec up at Mardan 
With a capacity to produce 50,000 tons of sugar a year. The 
factory has already started production and it is hoped that the 
sugar position will become better as time goes on 

Pakistan’s position, in the beginning, was difficult with 
regard to edible oil and vegetable ghee and she had to approach 
the LE.F.C. for allocation of a quota of 12,000 cons of 
copra from Ceylon which was later imported. There is now 
no scarcity of edible oils m Pakistan. There are at present 
only two Vanaspati factories (at Lahore and Lyallpur). 
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• ^ Pakistan is Quits rich in ^shj sspscially East Bengal}, 5v hers it 
terms an important part of the diet of the people. Fish may 
be classified into marine, estuarine and inland fresh water. East 
Bengal, Sind and Baluchistan ‘ have access to marine fisheries. 
Bstuarine fish is found in abundance in the Gangetic Delta of 
the Sunderbans and the Indian Delta. The country is also rich 
in inland fresh water fish- East Bengal produces more fish than 
It can consume and the balance is exported to West Bengal 

_The Government of the Punjab, Bengal and Sind have their 
provincial departments of fisheries. Each of these provinces 
have finalised schemes for the development of their fisheries 
resources. At Karachi it is proposed to construct a new Fish 
Harbour which will provide all modern facilities for berthing 
of fish boats and trawlers. Facilities will also be provided for 
modern hygienic fish curing, extraction of shark liver oil, cold 
storage arrangements etc. There is a Central Fisheries Organlza^ 
tion working in Karachi. It is proposed to extend its activi- 
ties to the coast of East Bengal. The Government is proposing 
to invite teams of foreign experts to advise on the planning 
and development of fisheries of the country on modern lines. 
Pakistan has become a member of the Indo-Pacific Fisheries 
Council of the Food and Agricultural Organization of the U. 
N.O. The object of this body is to tackle on a collective basis 
the fisheries problems of the Indo-Pacific region. 

The Bengal Famine Commsssion, we have seen, stressed 
the importance of a balanced, diet in which vegetables eggs and 
fruit should form adequate proportions. Pakistan produces a 
large variety of fruit though the total quantity is not adequate 
for the needs of its population. The area under fruit is about 
4,00,000 acres and the production is estimated at 7 crore 
maunds. All the units- of Pakistan produce ore or another 
type of fruit. The Punjab produces citrus fruits of all kinds, 
H.'W.F.P. deciduous fruits especially peaches one plums of especi 
ally good quality, Baluchistan grows grapes, apples appricots and 
cheries, East Pakistan is known for its bananas and pine apples. 
The Government is taking keen interest in the development 
of fruit industry. There is a scheme for the extension of fruit 
plantations in Baluchistan. To assist in the fruit and vege- 
table preservation a Central Fruit Technological Institute has 
been opened at Peshawar. There is also a fruit preserv^ion 
scheme in Baluchistan. The Government has passed a Fruit 
Products Control Order with a view to ensuring the manu- 
facture of fruit products on a clean and uniform basis. Fruit, 
however, will have to be producted on a much wider scale to 
make it available at reasonable rates to the mass of the people 
of the country. Fruit in Pakistan is still a luxury of the rich. 
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LAND REVENUE SYSTEMS AND POLICY. 

1. Introduction, Land Revenue as an important source 
of income of the state will receive our attention when we 
deal with Provincial Finance. Here we are concerned with 
the land revenue policy of the Government from the point of 
view of the burden of this charge on agriculture. This burden 
has been condemned and justified with equal force The 
system of land revenue assessment, the methods of calculating 
the charge and the manner of its collection have all been 
attacled from time to time, since long before partition, in the 
legislature, the press and from the platform. The indebted- 
ness of the peasantry, their chronic poverty^ even natural 
calamities like the famines were at one time attributed to this 
demand on the part of the Government. The reform of the 
system have always been stressed but there has been little 
consensus of opinion regarding the directions in which such 
reforms should lie. In this chapter first we shall study the pre* 
vaihng systems of land revenue in Pakistan m their historical 
perspective and then evaluate the various reforms that have 
been suggested from time to time m these systems 

2. Land Revenue System, The land revenue prevailing 
in Pakistan may be classified from two points of view ; — 

(i) Whether the land revenue is fitcd once for all, or 
whether it is revised periodically. The former is called the 
‘Permanent Settlement’ and prevails in East Bengal, though an 
Act for its abolition has already been passed. The latter is 
called the ** Temporary Secclement ” and is m force in the rest 
of the country and partly also in East Bengal, 

(ii) The second basis of classification is land tenure. We 
have already studied the various land tenure systems prevail- 
ing m Pakistan. Here the pome is to see on whose shoulders 
is placed the responsibility of paying the revenue. Thus . 

(a) Under the Zanundari System it is the Zammdar who 
IS made the owner of the land and hence is responsible for 
paying land revenue to the Government. 

231 
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ih) Under the Mahalwari System it is the Mahal or village 
community of land proprietors who are individually and coh 
lectively responsible for the charge. 

^c) Under the Ryotwari system every holder is individually 
i^sponsible for the payment of land revenue to the government. 
The latter is regarded as the “owner’* of land. The distinctive 
^ature of this system ’ in the words of the Taxation Enquiry 
Committee “is that the settlement is made with the cultivating 
proprietor year by year and that he is at liberty to relinquish 
part of his holding, or subject to conditions, to add to it taking 
up waste lands as opportunity arises.^ 

But even in Ryotwari tenures middlemen have emerged by 
the practice of sub'letting and the land revenue in such cases is 
realised not from the actual cultivators but from the mid leman 
rent receivers who were original occupants. 

The Zamindari system is found in all the provinces of 
Pakistan with the difference that Zamindari with permanent 
settlement prevails only in the province of East Bengal. The 
Mahalwari system is found mainly in the Punjab and North West 
Frontier Province. In Sind the Ryotwari system is predominent 
Historically the Permanent Settlement under Zamindari 
preceded other revenue system in the Indo'Pak sub-continent. 

3. Histroy of Permanent Settlement in the Indo’Pak.— 
The Dewani (right to collect land revenue) of Bengal, Bihar and 
Orissa was conferred on the East India Company by the Emperor, 
Shah Alam in 1765. The direct collection of land revenue, 
however, did not begin until 1772, At that time about one- 
third of the Company’s territories in India were waste lands 
over grown with jungles. The Decennial Settlement made in 
1790' failed to induce landlords to clear the jungles and to 
extend cultivation. In 1793, therefore, in order to provide 
incentive Lord Cornwallis proclaimed (on 22nd March) that 
the Decennial Settlement would be regarded as permanent. 
The proclamation was included in the Statute Book as Regulation 

I of 1793. , ^ j j 

The settlement conferred on the Zamindars (and 
independent Talukdars) hereditary proprietary rights subject to 
the condition that they paid the fixed amount of revenue, 
which was fixed in cash in perpetuity. The rate fixed was 1^/1^ 
of the rents realised by the Zamindars at the time, 1/U ceing 
left to the latter as their share. This charge had to be paid 
within the fixed time limit failing which the estate could be 
sold by auction. 




Reptjit Indian Taxation Enquiry Committee (192'}-25), p. 43, 
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It should be noted that the persons on whom the 
proprietary rights were conferred were never owners of those 
lands. They were originally officials of the Moghal rulersj who 
were revenue collectors on commission basis. They were 
mistaken for landlords in the English sense by Lord Cornwallis 
and his advisers who did not understand the conditions of the 
country. 

The revenue charge fixed was fairly heavy at the time but 
later the value of land gradually rose due to increased security 
and higher prices and the charge became very light This 
enabled the Zamindars to increase theic rencsi since no legal 
limitations were put on the enhancement of rents by the 
Regulation. On the other hand subsequent Regulations (m 1794i 
1799 and 1822) and later the Act of 1885 authorised the 
proprietors to increase their rents on certain grounds. The 
Zamindars* incomes increased with increa«ed productivity 
of land while the share of the state stood where it was fixed. 
In 1900, for inscancei it was officially estimated that the land 
revenue paid to Government from permanently settled areas 
amounted to less than Rs. 4 crores, whilst rentals in the same 
area came to no less chan 16lr croresL More of this later. 

Permanenc settlement was extended to some other areas 
of India too Benares came under ic in 1795 where also the 
Bengal model was followed. The existence of joint landlord 
Villages were ignored and the Government dealt with one of 
the chief co'sharers or some other prominent person on the 
basis of permanent setclement. In Madras also the same system 
was tried. It succeeded in the north of the Presidency, as it was 
called then, and also m some parts of the South, where indi- 
vidual landlords, descendants of former ruling chiefs existed. 
But m the major portion of the presidency there existed 
Ryotwari villages, where no such intermediaries were available. 
Attempts were made to create substitutes by auction to the 
Highest bidder But the system failed miserably and had to b^ 
replaced by the Ryotwan system But before this system could 
be adopted between one-fifth and one-third of the Presidency 
Had already come under the permanent settlement. The systems 
Was also extended to parts of Bihar and U P. (Oudh). 

During the l9ch Century proposals were made from time 
to time to further extend the system of permanent settlement. 
But all such proposals were finally rejected in 1883. In the 
meantime as the British rule extended the revenue system 
adopted and land tenure recognised were according to local 


(I) Government of Indies* Resoludpn pn Land Revenue Policy. F. 82. 



234 


ECONOMICS OF PAKISTAN 


rWfi nr f occupation of high 

chiefs or landlords the landlords proprietary rights were recog- 

nised though the settlement of revenue was to be temporary. 
Where village communities were strong, the proprietary rights 
were vested in the village community, especilly in the land 
which existed as the village commons. Even where individual 
ownership in such communities existed the ultimate ownership 
was rGgardcd as of the community. W^hcre the village com** 
munity was not strong and specially where the cultivators were 
to be induced to occuptyand cultivate land, the Ryotwari system 
was introduced in which each individual occupier contracted to 
pay revenue on the land occupied by him. The ultimate owner- 
ship of land was vested in the state. Thus it was that in Indo- 
Pak Zamindari temporary settlement came to prevail in parts of 
the Punjab, U. P. and C. P, Mahalwari or (village community) 
temporary settlement was introduced in parts of the N.W.F.P. 
and U. P. and Ryotwari (Temporary Settlement in Bombay, 
Sind, Madras, Assam and C. P, 


4. The Case for Permanent Settlement. — During the 
l9th Century, as we have already said, proposals were made 
again and again to induce the government to introduce perma- 
nent settlement all over India. Even as late as the end of the 
century in 1900 R. C. Dutt (the well-known Economic Historian 
, of India) in his “ open letter ” to Lord Curzon, criticized the 
land revenue policy of the Government, attributing the dread- 
ful consequences of the famines at the close of the century to 
this policy. Dutt favoured the Permanent Settlement to which 
he attributed the prosperity and resourcefulness of Bengal 
peasantry. Along with certain retired European members of 
the Indian Civil Service, Dutt also presented a memorial to the 
Secretary of State. His “ open letter ” led to the issue in 1902 
of the famous memorandum of the Government of India, in 
which tPeir land revenue policy was outlined and defended. 
The issue of Permanent Settlement ceased to be a live issue for 
some time though its supporters have always existed. In 
1924-25 for instance, a number of witness favoured it before 
the Bombay Land Revenue Assessment Committee. 

More recently, three important members of the Bengal 
Land Revenue Commission (1938-40) in a Minute of E)issent 
argued in favour of the Permanent Settlement, _ though the 
majority of the Commission recommended its abolition. 

Permanent settlement has been supported on various 
grounds. It is argued in the first place that from the financia^ 
point of view the system has insured a fixed and stable re 
wenue for the state which can be collected without fnufH 
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expense. To this it may be pointed out that the system actually 
has deprived the State of the share in the growth of revenue. 
The revenue has been stabilised but at a very low level. 

Secondly! it has been pointed out that the system helped 
in the consolidation of the British rule in India by creating a 
loyal class of Zamindar. This in any case was a doubtful 
advantage even if the argument is accepted. In fact the 
Permanent Settlement did little to help the British Rulers. 
British rule was consolidated elsehwcre witnout the help of such 
a system. 

It has further been argued that the system has created 
leaders in the social and political fields who have helped the 
Ryot by spreading "education, sound ideas, and sanitation.” 
This advantage again is doubtful, especially the political 
leadership of a loyalist class. There has not been many achieve- 
ments in the field of education and sanitation in Bengal and 
other permanently settled areas. Bengal — apart from Calcutta — 
has been one of the most poverty stricken and backward pro- 
vinces of British India. Even if the Landlord class has contri- 
buted something to the advancement of the people the price 
paid due to the Permanent Settlement has been out of all pro- 
portion to the benefits received. 

Finally it has been pointed out with little regard for facts 
that the permanent settlement has created a prosperous peasantry 
With resourcefulness and enterprise. The fact is that Bengal 
Peasantry is amongst the poorst in the whole of the Indo-Pak 
sub-continent. Famines have been as common in Bengal as 
elsewhere and the general living standard of the mass of 
the people is extremely low. It is difficult to understand how 
peasantry can develop initiative enterprise and resourcefulness 
Jvhen the absentee landlord and a host of other rent receiving 
incersts are there to squeeze out of the peasant any surplus 
over mere subsistance as soon as it aries. If the land revenue 
had been directly settled with the cultivator, then perhaps the 
peasantry would have prospered, with no fear of future enhance- 
nients. As it is the Zamindar and his agents have been getting 
fat at the expense both of the public treasury and the actual tiller 
of the soil.— 

5. Case for Abolition of Permanent Settlement.— The 
disadvantages and the evil consequences of the system of Perma- 
nent Settlement especially in Bengal were more and more 
brought to the notice of the public. Soon after the achieve- 
ment of Provincial Autonomy, therefore, in 1938 the Govern* 



236 


ECNOMICS OF PAKISTAN 


went appointed a Commission under the chairmanship of 
Sir Francis Flouid.-The Bengal Land Revenue Commission- 
to examine the land revenue system of Bengal with special 
^fcrcnce to Permanent Settlement. The majority of the 
Commission favoured the abolition of the system on the 
following grounds ; — 

(a) It has deprived the Government of share of increase 
in the value of land which has resulted on account of the in- 
crease in population and extension of cultivation. Further the 
Government has been deprived of the revenues from minerals 
and fisheries which could have been legitimately claimed. 

ib) It has deprived the Government of intimate know- 
ledge of rural conditions as afforded by Temporary Settlements. 
When the revenue has to be assessed periodically detailed 
records arc kept about the land, its ownership, its character and 
fertility, its productions etc. and of other rights and obligations 
of the people connected with it. This affords a clear picture of 
the economic conditions of the area concerned. Such data can 
be of immense use to the Government in framing its policies 
and programmes especially those related to the economic 
advancement of the masses. In a Permanently Settled area there 
is no pressure for maintaining such records. Authorities, are 
therefore, more or less in the dark about the conditions 
prevailing in rural areas under such a system. 

The Commission favoured the replacement of the system 
by a Ryot wari system and added, “Whatever may have been 
the justification of the Permanent Settlement in 1793, it is no 
longer suited to the conditions of the present time. A majority 
of the Commission have also come to the conclusion that the 
Zamindari system has developed so many defects that it has 
ceased to serve any national interest. No half measures will 
satisfactorily remedy its defects. Provided that a practicable 
scheme can be devised to acquire the interests of the classes 
of rent receivers on reasonable terras the policy should be to 
aim at bringing the actual cultivatros into the position of’ 
tenants holding directly under Government.” 

6.— Sub-Inf eudation the Greatest Evil of Permanent 
SettIement.-Sub-infeudation the greatest evil of Permanent 
Settlement requires treatment in greater detail. By sub-in- 
feudation is meant the emergence of a large number of rent 
receiving interests between the or cultivator and the State 


(I) Bengal Land Revenue Commission Report vol. I. P. 42. 


1 



LAND REVENUE SYSTEMS AND POLICY 


237 


through the process of sub-Ietcing of land. Sub-in-feudation 
to some extent exists even in Temporarily settled areas of 
Pakistan but its most serious manifestation has been in Bengal 
under Permanent Settlement The basic reason for this 
development has been the existence of a big margin between the 
economic rent (surplus over bare cost of production) of an 
estate and the land revenue demand of the Government. This 
margin has enabled a large number of rent receiving interests 
to squeeze themselves between the state and the tiller of the 
soil each having his share represented by the difference between 
what he receives from the one below him and what he pays to 
the one above him. Baden-Powell has graphically described 
how such a situation has arisen The landlord “did nothing for 
the land, and even when there was no glaring personal defect, 
the climate and habits of the country unfortunately suggested 
that the proprietor should save himself the trouble by 
farming out his estate to any one who would give him the 
largest profit over and above his revenue payment And as the 
proprietor farmer in time grew rich so the too farmed his 
interest to the other, till farm within farm because the order of 
the day, ea^h resembling a screw upon a screw, the last coming 
down on the tenant with the pressure of them al)^ 

The extent of sub tnfeudation in Bengal thus reached 
unbelievable proportions The Simon Commission observed 
m 1926 that m some cases as many as 50 or more intermediate 
interests existed between the Zamindar at the top and the 
cultivator at the bottom The Bengal Banking Enquiry 
Committee in 1930 found that m an estate in Bansal (Bakarganj 
district of E Bengal) there were ns many as 30 mtermedinary 
tenures one under another In 19^0 the Bengal Land Revenue 
Commission observed that intermediate interests between 
the Zamindar nnd the actual cultivator in *ome districts of 
Bengal had reached “ fantastic proportions “ From 15 to 20 
grades of tenure holders are not uncommon in some districts 
of East Bengal The worst districts in this respect are 
Dacca, Noakhali, Jessore and Bakarganj In the districts 
of Mymensmgh, Teppera* Khulna, Sylhet and Chittagong it is 
present in a fairly high degree In the districts of north 
e.g,Rangpore Bengal, however, the evil is not so much and 
only a few grades of middlemen arc found®. 


(D Land System of British India of ac P 407. 

(2) For details see Syed Ahmad Sub'infendation In the Land System 
of East Bengal Pakistan Economic Journal August 1950 pp. 68—71 
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Sub'infeudation has had far reaching economic and social 
consequences. It has created social conflicts between the rent 
receiving and the rent paying classes. It has made the land 
system of the province very intricate and has opened up oppor- 
tunitics for exploitation and fraudulent practices. Economically 
it has created a rackrented, improverished and oppressed 
peasantry. It has stood in the way of all progressive agriculture. 
On the other hand it has created a useless class of parasitic 
rent receivers who contribute nothing to the productivity 
of the land. Thus due to this system as the Bengal Land 
Revenue Commission pointed out. “ The land is no bodys’ 
concern ” in Bengal and hence is entirely neglected. It has 
led to enormous increase of rents for middlemen while the 
State has been deprived of the fruit of the increased income 
from land. Finally the system has greatly increased the number 
of landless labourers which form about onethird of the total 
agricultural population of the Province. Politically the system 
is fraught with dangers to the stability of the present order of 
society since it has created an exploited oppressed and 
discontented mass of humanity susceptible to any form of 
subversive propaganda. 

7. Loss of Revenue to the State. The second great 
defect of Permanent Settlement as we have already noted is that 
it has deprived the State of its legitimate share in the increased 
income from agriculture. In 1793 the State realised from the 
■crmanently settled areas Rs. 283 lakhs which represented 90% 

•f the gross rental of the land. Accoreing to Sir John Shore the 
Governments share was ^5Z of the gross produce of the land, the 
landlord getting 15% and the cultivator 40%. This was quite 
a heavy assessment. By 1904 the Government’s share fell from 
90% to 24%. The Zamindar’s income increased from Rs. 3.18 
crores in 1791 to 14.72 crores in 1904^. The annual loss of the 
government in the present generation for th-- pre-partition 
Province of Bengal was estimated at Rs. 8 to 12 crores by the 
Bengal Land Revenue Commission. In addition to this the 
system takes no account of the incomes from minerals and 
river fishereis which entails a further loss to the State. In 
terms of net addition to the Land Revenue in East Bengal it 
has been calculated that the Province could increase its 
income by about Rs. 2^ crors^ a year if the Permanent 
Settlement were to be replaced by a Ryotwari system of land 

(1 ) Panandikar Wealth and welfare of Bengal Delta pp, 123*4. 

(2) K. B. Mohammad Mahmud, The Problem of Land Tenure, Pak Econ. 
Journal August 1950 P. 53. 
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revenue. The estimate is based on the present rentals. It is 
however, expected that with the abolition of Permanent 
Settlement and Zammdari Tenure the creative forces of land 
and labour wjll be released resulting m great productivity 
of the soil. There will be more incentive for introducing 
agricultural improvements and more opportunities of applying 
science to agriculture. 

8. East Bengal State Acquisition and Tenancy Bill, 
1948. — The Report of the Land Revenue Commission 
recommending the abolition of Zammdari and Permanent 
Settlement was issued in 1940. It was examined by a special 
officer appointed for the purpose but on account of the war no 
action was taken at the time. The consequences of the war and 
the Famine of 1943 made the plight of the peasanty unbearable 
and impressed upon the Government the necessity of taking 
measures to reform the out-moded land system of the province 
A Biil~the Bengal Land Acquisition and Tenancy Bill — was 
introduced into the Provincial Assembly but before it could be 
passed came the partition. After the Partition (in 1948) the 
Pakistan’s Provence of East Bengal framed a new Bill — The East 
Bengal State Acquisition and Tenancy Bill — m certain respects 
different from the prcpartition Bill, This Bill was passed by the 
Provincial Assembly on I5ch February* 1950. 

The Bill provides for the acquisition of rent receiving 
interests beyond a certain minimum in all lands agricultural and 
non-agricultural. The out going rent receivers will be paid a 
compensation on the basis of their net incomes according to a 
sliding scale. The compensationwill vary from 10 times the net 
income upto incomes of Rs. 500 to 2 times in the case of incomes 
over Rs 1,00,000. Provision is made for scaling down of the 
debts of out going rent receivers in proportion to the fall in their 
incomes and payment to them of 50% of the rent arrears due to 
them. The Bill obolishcs service tenancies and confers occu- 
pancy rights on service tenants. Agricultural tenants have been 
Riven permanent, heritable and transferable rights m their lands. 
The maximum limit of a holding is fixed at 100 bighas and so 
arc fixed the maximum rents to be paid for each kind of land. 
The latter are roughly fiexd at one-tenth of the total value of 
the annual gross produce. Provision la made for consolidation 
of holdings if desired by ryots of a village or a block of villages 
provided they form at least two-thxrds of the total number 
ryots and hold three-fourths of the cultivable area. 
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c ^ result of this measure the present system of Permanent 

bettlement will disappear in due course of time and a Ryotvvari 
bystera establishedin its place. Settlement will become periodic 
and the land revenue will be determined according to the prin- 
ciples of assessment now in force in Ryotwari areas. The state 
will deal directly with the cultivator. Sub infeudation, however 
will not entirely disappear since rent receving interests of areas 
below 100 standard bighas have not been touched. The evil, 
however, will be brought under manageable proportions. 

As regards financial results on the basis of the present 
data these have been calculated as follows (. 1 ) 

Rs. Lakhs 

Total Raiyati assets, including cesses payable by 
raiyats . 8,24 

Total deductions, on account of revenue, cesses and 
cost of management and for remissions of irrecover- 
able sums 4,87 

Increase. of land revenue 3,37 

Add. Increase of land revenue of Sylhet District ... 24 

Total increase of land revenue 3,61 

Deduct loss in other sources of revenue (Agr. 

Inc. Tax, Stamp Duty etc) 1,20 

Net Increase of Revenue 2,41 

The compensation payable has been calculated at Rs. 31 
crores. Some cost will be incurred on revision of records etc. 

If the net increase in revenue immediately following the 
aquisition were to be used for paying the compensation the 
whole transaction could be completed in about a dozen years. 

The change in the system in fact will increase the income 
of the State mucn more than indicated by the above figure. 
As already noted many improvements in agriculture will be- 
come feasible when the cultivator is put directly under the 
Government. In fact the whole agricultural economy of the 
province could be reorganized if the Government wished to 
do so. 


(1) Khan Bahadur Muhammad Mahmud Member Board of Revenue East 
Bengal Pak Econ. Tomnel opcit P. 52 53. 
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Some people think the fate of compensation allowed is 
high. This is not a fact. The rate is lower than allowed 
by similar measures proposed or taken in India. The U.P. 
Bill allows 8 times the net income to all plus a rehabilitation 
grant to those whose aggregate land revenue is less than Rs. 
5)000. The Madras Act grants Compensation on a graded scale 
varying from 12i times to 25 times the net income. The Bihar 
Bill allows compensation from 3 times to 30 times the net income 
The Prepartition Bengal Bill allowed compensation going up to 
15 times the net income, the average coming to 10 times the net 
income. The land revenue C^ommlssion had recemmended a 
flat rate 10 times the net income. In the East Bengal Bill the 
rate varies from 10 times the net income in the case of those 
whose Income is up to Rs. 500 to twice the net income in the 
case of those whose incomes are above Rs. 1,00,000. This is a 
good compromise between those who are against any payment 
of compensation and those who recommend high rates of 
compensation. 

9. — Temporary Settlements. — Temporary Settlements are 
not of a uniform character. Here differences arise due to:— 

(i) The character of tenure held by persons from whom 
the charge is collected. 

(ii) Differences in the period of settlement. 

(iiO Difference in the method of calculating the charge 
(a) in arriving at the “ net assets ” and (b) In the porportion Of 
such assets taken by the government. 

(0 As regards the person by whom the charge is paid, as 
we have already seen, the determining factor is the syscam of 
land tenure. From this point of view we arrive at the follow- 
ing classification : — 

(a) Zamindari Settlements or settlement of single estates 
under one landlord c.g. Temporary settlements with Zamindars 
in areas not brought under Permanent Settlement. Such settle- 
ments exist in parts of the Punjab and N.W F.P, Here the single 
estate holder is a properictor in full sense of the term* 

(b) Mahalwari Settlements or settlements of estates of vil- 
lage communities as in the Punlab and also in N.W.F.P. Here 
the individual peasenc proprietors hold land and are indivi- 
dually .and collectively responsible for the payment of the 
revenue. The ownership in such villages is indivieual and 
collective, collective ownership is active in the case of 
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waste and undistributed and other unclaimed land. The 
revenue is paid through the headman of the village. The same 
village, may comprise of more than one ‘communitiv’ and 
and hence may have more than-one headmen. ^ 

• L f X Settlements. Here the settlement is made 

With individual holders or ocupants who are not owners in the 
full sense of the word. The land belongs to the State. The 
holder may be called a Zamindar ” especially when he holds 
large estates as in Sind, but he only enjoys rights of occupancy. 
The rights, however, are heritable and in most cases alienable 
and partible. The holder only pays revenue for the land he 
actually wishes to cultivate. 

(ii) As regards the period of settlement it has varied from 
20 to 40 years in the Indo-Pak subcontinent. In C. P. it is from 
20 to 30 years ; in Berar from 25 to 30 years ; in Madras and 
temporilly settled areas of Bengal it is 30 years. In the Punjab 
it is 40 years. Roughly the period is 30 years in Ryotwari areas 
and 40 years in the Zamindari and Mahalwari areas. 


(iii) “ The “ net assets ” of an estate, or group of estates, 
means the estimated average annual surplus produce of such 
estate or group of estates remaining after deductions of the 
ordinary expenses of cultivation as ascertained or estimated.”^ 
The “ net assets ” may be estimated on “ the basis of re- 
corded rentals ” as in the Punjab or empirically on the ‘‘ sub- 
jective impressions ” of the Settlement Officer as in Bombay 
which system was also followed in Sind though later modified. 
More of this later. 

As to the maximum proportion of the net assets or the 
rental value, charged as land revenue, again differences prevail. 
Historically speaking the percentage appropriated now in the 
various provinces is much less than in the early years of the 
British rule. Early in the 19th century tht demand^ of the state 
limited to two-thirds of the net assets. “ About the 


middle of the century,” in the words ot 
Government .of India Resolution on Land 
(1902), before the Mutiny, the question 
shares of the state and the landlord in the 
the soil came again under careful review in 
and the result of this further consideration 


the well-known 
Revenue Policy 
of the relative 
net produce ot 
Northern India, 
of the matter 


known as the Saharanpur Rules. 


was embodied in what are ^ _ , 

The Settlement Rules previously in force, authorised the 


1. Section 3 8 of Land Revenue Act XWpf 1887 as ammended by the 

Funjab Act III of 1926. 
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deti^and of .the , money value of two-thirds of the net produce 
of an estate as the government shares in respect of landreVenuc. 
The Saharanpur Rules, issued in 1855, laid down that in taking 
the net average assets with other data in to consideration the 
collector well hear in mind that about one'ha/f and not two- 
thirds as heretofore of the well ascertained net assets should be 
the Government demand.” 

Now as to the actual practice prevailing at present in Pakis- 
tan, in the temporarily settled areas of Bengal the principle is to 
leave 30% of the net assets to the landlord and to take 70% as 
land revenue*. In some cases higher allowances are paid to the 
landlord and the State demand is correspondingly reduced. 
In Sind, the practice is to charge 33^% of the net assets 
though the standard dxed was 40% after the construction of the 
Lloyd Barrage®. In the Punjab up till 1928 it was 50% but since 
then it has been fixed at 25%. In practice it rarely reached 
30% of the net assets 3. The practice in N. W. F. P. is the same 
as in the Punjab. Thus the most usual practice is to charge 
from one-quatter to one-third of the net assets except in Bengal 
where the percentage charged is much higher, in fact it is too 
high. 

10. The Incidence of Lend Revenue. “Is the land 
revenue burden excessive ? The defenders of the policy of the 
Government have argued that the burden is far from very 
heavy. Historically the charge is considerably less now than It 
Was eithenunder the Hindu or the Muslim rulers. Thus Manu 
took from a 12th to a 6th of the gross produce, and in times of 
war or other public calamity” as much as fourth^. The share waf 
more under the Muslims but finally stood at a third of the gross 
produce under Akbar. The Stkhs in the Punjab took one-half 
and sometimes even more. As a rule the demand under the 
Sikhs varied from two-fifth to one-fh(rd of the gross produce. 
It was in 1860 that the British fixed the maximum< demand at 
one-half of the net assets, though actually it came to less than 30 
per cent of the rental. Measured in terms of gross produce the 
average charged for three years ending 1936-37 was only 6.7 
pet cent. ” If we were to take the last three pre-depression 
years,” wrote the Punjab Revenue Committee (1938), ” the 


!. Khan Bahadur Mohammed Mahmud : pak. Econ journal op cic. P. 4s. 

2. A. H. Yuaufsai : Land Tenure in Smd Pek. Eooa. Jouratl Aiitruat 

1950 P. 107. , , 

3. Punjab Land Revenue Committee Report P.2 (Table) 

4. Taxation Enquiry Committee Report (1924-25) p. 39. 
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prcponion would probably be less than 5 oer cenr 

percent taken by the Sikhs' a hun/rcd 

revenue per cultivated area in the Punjab 
came to Rs. 1'9'2 per acre for three years ending 1936'39. 

The following figures^ give incidence of land revenue per 
cultivated acre and per head of population in 1939 in some 
important provinces of pre'division India c" 

INCIDENCE OF LAND REVENUE IN 1939 

„ . Per cultivated Per head of 

Province 

Bengal : — 

Permanent Settlement 
Temporary Settlement 
Oudfi : — 

Permanent. Settlement 
Temporary Settlement 

Punjab i— 

Bombay i — 

Ryotwari «.» 

Madroi J — 

Ryotwari 

Zamlndari 

Thus it is argued by the supporters of the present system 
that the burden of land revenue per acre as well as per head of 
population is extremely low and os compared with what it used 
to be in the past, it is insignificant. Further, it is asserted that 
even if this burden was abolished it would go to a class of renr 
receivers and would not benefit the actual cultivator.^ Moreover, 
it is suggested that the prosperity of the cultivators increased 
under British rule while the taxiburden was thus reduced. And 
finally, that the land revenue ‘isinot a tax but a rent, and as such 
it does not enter into the cost of production and does not affect 
the prosperity of the cultivator.?' 

Whether the land revenue is a rent or a tax is a controversial 
issue which we shall examine presently. As regards the other 
arguments giveniro support the thesis that* the land rev’enue^ is 
not a serious burden on the Indian peasantry the following 
reply may be given : 

(f) Under the Hindu and the Muslim rulers the land 
revenue was fi.xed and collected in kind, therefore its burden 




acre 

population 


Rs. 

A. 

P. 

Rs. 

As. P. 


1 

4 

0 

0 

12 0 

«• 

a 

4 

0 

0 

a 0 

*«« 

1 

6 

0 

I 

15 0 


1 

15 ■ 

0 

1 

9 0 
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1 

15 

0 




1 

11 

0 

. I 
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2 

8 

0 

I 

15 0 

••• 

I 

6 

0 

0 

14 0 


1. 

2 . 

3. 


TstS^firom Wadia and Merchant. 'Our Eronorolc Problem', p 
Vera Anstcy Economic Development of India P. 377. 


24d. 
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Varied with the capacity of the assessee to pay. ' At present even 
though remissions ahd suspensions are granted the charge being 
fixed in cash it becomes very oppressive when prices are low. 
The amount and methods of collection now are much more rigid 
than they used to be under the Indian rulers. 

(//) The pressure on land considerably increased during the 
British period due to increase in population and decay of 
handicrafts. Even after a high percentage of gross produce was 
taken away by Indian rulers the total produce per family being 
larger the residue was enough to maintain them in their custom' 
ary comforts Now the land per family is very small and hence 
their total produce is hardly enough to maintain them for the 
year. Even a small portion of this small supply may impose 
painful burden on the family recources. 

(///) Even if we accept the proposition that the present 
burden is lighter than it used to be several hundred yeas ago. it 
does not justify the present burden if it is an unjust burden. 
We must not apply the 16tn century standards of justice when 
we are living in the 20th century. A revolution has occurred 
since the Moghal times in the conceptions of Government and 
the relations of the rulers and the ruled. We must judge the 
justice of the land revenue on its merits» according to modern 
theories of texation. 

(/v) To say that the benefit of abolition will go only to the 
rent receivers will hardly stand examination. Many land revenue 
payers are peasant proprietors ; they will be directly and immedi' 
ately benefited from any reduction or abolition ot this charge. 
As regards the big absentee landlords (if they have to continue 
at all) in their case the burden is too light rather than too heavy. 
They should pay higher amounts not as land revenue but as tax 
on agricultural incomes. This has been done in some of our 
provinces e.g. Punjab. 

(v) As regards the increase in the prosperity of cultivators 
this is not a definitely established fact. Opinions di^er whether 
the average cultivator today enjoys a more wholesome food* 
clothing and health than he used to do in centuries gone by. 
Even if his poverty has decreased (we can hardly talk in terms 
of prosperity), that is no justification for putting a burden on 
* him for which his economic capacity does not befit him,' Have 
the classes who have really prospered under the British rule paid 
their quota in a similar proportion 1 

(v/) The real reason why relief is denied to the peasant 
cultivator is that, even if uneconomic holdings are exempted 
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from land revenue, the effect on Government finances will 
so disastrous as to preclude all reforms in this direction, 
snail come to this point later. 


be 

We 


Now let us examine the theory that since land revenue is 
not a tax but a rent suggestions for the application of the 
pnnciples of texation to it are not justified, nor does its payment 
auect agricultural prosperity since it does not enter into cost 
or production. 


this connection we have to examine two propositions : 
(y \Vhcther land revenue is a tax on rent, (ii) In practice, even 
if it is a rent, does the cultivator get reasonable return for his 
labour and enterprise before he pays the land ■ revenue ? In 
other words, does it come out of the true economic rent of 
the land or does it encroach upon the fair returns to the 
cultivator as labourer and enterpreneur. 

ll.*~Tax or Rent. — Whether the land revenue is a tax or 
rent is a controversy of long standing but with little practical 
beating on matters of policy. Baden Powell has called it a 
“ war of words”. Even if we agree that the State in Pakistan (&. 
India is the universal landlord, and hence the land revenue is a 
rent, this does not justify the imposition of this charge without 
reference to the welfare of the people. Even a landlord, if he 
is enlightened, may exempt uneconomic holdings from rent. 
When the landlord is also the State the welfare of the subjects 
and not any theoretical right to the imposition should be its 
primary consideration. If the small holder requires relief, he 
must get it whether the payment he is making as land revenue is 
theoretically regarded as a tax or a rent. 

But as it is, certain exceptions apart, the State in (Pakistan 
and India) does not claim the right to the ownership of land. 
Referring to prepartition India Baden Powell pointed out, that 
with regard to the Zamindari districts of Bengal, North Madras, 
andOudh,and the joint village districts of the United Provinces, 
and the Punjab, the British Government had definitely stated that 
property right in the soil hss been declared vested in the lanc^ 
holders” and any reservations made, in the latter areas, referred 
not to State rights but to the “ rights of subordinate holders and 
tenants”. In Roytwari districts the State had a residuary right 
with regard to vacated and waste-land, but had no power to eject 
a cultivator “except as a result of process in default of revenue 
payment.” " Hence.” he conclude, “ the recognized o wnership 
of Government does not exist at all in a large part of India, and 
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in other parts only-in a very qualified manner.*’^ 

■ But even then we cannot categorically say that land revenue 
is not a reht but is a tax. This charge contains features of a tax 
es well as a rent. Since it is a compulsory levy of the State 
periodically collected it resembles a tax. But since almost^ 
all lands have to pay it and It has no element of progression, and 
in some provinces it is in addition to a tax on agricultural 
incomes (leviable also in others) one might think it is a rent. 
“ Perhaps it would be nearest to say,” remarks Vera Anstey, 
” that it is a tax on rent, and that as a large proportion of the 
actual cultivators in India are in a sense ” land'owners”, there 
is no doubt that the Government is receiving as revenue an 
income that would otherwise go into their pockets.”^ 

12. Lines of Land Revenue Reform. — So far as the reform* 
ing of the present system is concerned, as already said, whether 
the land revenue is a tax or a rent is a matter of no consequence. 
Various kinds of suggestions have been made to improve the 
present system. Usually two objects are kept in view in this 
connection : (/) Relief to the holders of very small holdings, 
(fi) More equitable distribution of the burden of taxation as 
between the larger land revenue payers and payers of ocher 
forms of taxes. 

The various suggestions for reform may be indicated as 
under i— 

(1) Abolition of the Permanent Settlement. This we have 
already considered and approved and need not consider again. 

(2) Some people would like to bring the present temporarily 
settled areas also under Permanent Settlement. We have already 
dwelt upon the defects of the Permanent Settlement which 
rule out this particular suggestion. 

(3) Some suggest the abolition of the land revenue as such 
and substitution in its place an income*tax on incomes derived 
from agriculture. 

(4) Others would like to apply the principles of income'tax 
to land revenue, i.e., exemption of small holdings and imposition 
of a graduated rate on larger owners. 

(5) Finally, some writers expose the defects of the manner 
in which net assets arc calcularcd especially in the Punjab and 
would like to make this estimate more scientific. 

Suggestions (3)— (5) deserve consideration. 


1. Quoted by V. Atistey,op.clt.*p. 376, 

2. borne laDos are revenue.ftee grants. 

3. V. Ansrevtop. dt, p. 376. 
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13. Relief to the Small Holders .—One school of 
thought suggests the entire abolition of the land revenue charge 
and subsit^tion in its place of an income tax on agricultural 
incomes. Or course agricultural income tax can be introduced 
for larger owners without abolition of the land revenue as has 
been done in the Punjab and elsewhere as we shall see in a 
subsequent chapter on Provincial Finance. The abolition of 
land revenue aims primarily at relieving the small holder of 
the burden of this payment. In this connection, therefore, 
several questions have to be carefully considered before any 
decision can be taken. Such are : — 


(/) Is it desirable and justifiable on political, economic and 
ethical grounds that the small holder should be entirely freed 
from making any direct contributions to the revenue of the 
Stare ? 


O’t) If he is given this relief, how far will it make a signi' 
ficant improvement in his standard of living or methods of 
production ? 

, (j/i) What will be the extent of the financial loss to the 

Government ? Could this loss be made up by alternative 
sources ? If not, what are likely to be the consequences of this 
curtailed government expenditure on the welfare of the people 
— including the exempted small holders ? 

(/) The land revenue assessment and collection no doubt 
necessitates the keeping of records of land, its produce and 
property rights, etc., and these records are of great value to the 
administrator and the economist. Politically land revenue pay** 
ment was linked with the voting right, though now adult 
suffrage has been introduced. But these are only incidental 
advantages. The system must be justified on more fundamental 
grounds. The Punjab Land Revenue Committee drew attention 
to the ethical and social aspects, land owner especially in 
the Punjab enjoys special privileges^ and protection given by -the 


1. " The land of these Agriculturists cannot be sold in execution of a 
money decree or mortagaged to a non-agriculcur-sr for more than 20 years. A 
landowner cannot be evicted by a divil court without the intervention of the 
revenue authority, and he is entitled to retain enough land for the maintenance 
of himsel and his family. His plough, cattle, implements and seed cannot be 
attached If he is sued and his interest charges exceed certain statutory limits, 
they can be reduced. The burden of proving that consideration has passed is 
on the moneylender nor can a decree be passed against him for more than 
twice the principal. When he dies his ancestral land is not liable for the pay* 
ment of his debts unless charged upon it. Finally under an Act of 1934^nci- 
liation Boards are being set up all over the proymee to seetle his dejsfs. 
Report p, 74. 
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State. Hence he should make some, contribution to the. State 
treasury hy virtue of his being a landholder. One witness* 
asserted before the Pb. L. R. Commitee that the small holder 
would not like being exempted from the land revenue charge 
which enhances his self importance, dignity and izzat,^ The 
appears very doubtful. Small holders would jump at the idea of 
exemption. As regards the ** privileges ” the protection given 
by the State to a class liable to be exploited by the still more 
privileged classes, cannot be put forward as a justification for 
imposing a tax on the former* if they have no capacity to bear 
this burden and if other classes are not taxed to the same 
degree of burden. 

Regarding (//) Mrs. Anstcy holds that “ judging from past 
experience, it appears likely that part of the increased income 
would be squandered on increased expenditure on ceremonies, 
and that the test of it would be swallowed up by an increase of 
population, rather than in any improvement in the standard of 
life or methods of cultivation.**® This again is a very unconvincing 
argument. I^es the Government while considering taxes on 
other classes of population probe into the way the money would 
be spent if the tax is reduced or abolished t Certain social 
ceremonies are as Important to the poor cultivator as are various 
kinds of recreations and social expenditures to the betret'placed 
classes. Of course the poorer sections should be instructed as to 
the manner in which tncy can get the best advantage from their 
small incomes. This should be done by extending educational 
facilities not by taking away a part of their meagre incomes in 
the form of a tax. 

(f//) Finally, we come to the 6nancial consideration. If land 
revenue is abolished and an incometax is imposed on agricultural 
incomes with the usual exemption limit, the revenue of the 
Government will fall very seriously. Even from the bigger 
landlords the incometax charge will bring much less than the 
land revenue charge. The latter is roughly 25 per cent of their 
net income from land. The average incometax rate will be 
much less. Even giving exemptions to small holders without 
abolishing the charge on the larger landholders will mean a 
serious curtailment of revenue. The Punjab Committee 
estimated that if those who paid less than Rs. 500 (with net 
assets of Rs. 2,000— same limit as in incometax) were exempted 
the' total “ land revenue will be reduced from Rs. 4i crorcs to 
30 to 40 lakhs.’** Even if incomes up to Rs. 250 were exempted, 


1. Written Memorandum by SlrG.de Monctnorency, 

2. Anscey : op- dc , p. 3^7. 

3. Report.?. 72. 
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the Committee estimated the loss at over Rs, 21 crores. In terms 
of land revenue if only those who pay Rs. 10 a year or less are 
exempted the loss to the Government on the basis of figures for 
1938, will be to the tune of Rs. 78.6 lakhs. Thus while Rs. 10 a 
year will make no significant change in the economic position of 
the small holder it will create a serious gap in the finances of the 
Government and will curtail useful activities of the Government 
unless this gap can be made up from some other sources. In a poor 
country like India or Pakistan in the words of the Punjab 
Committee, “ the amountof revenue that can be raised from 
the better'to'do classes is not very large, and the process 
com TiOnly known as “ soaking the rich”, which is fruitful 
enough in a wealthy coun'ry like- England has only a very 
limited scope. If any considerable sum has to be raised, it cannot 
be easily done without spreading the fiscal net over the whole 
community and levying a small sum from as many people as 
possible.^ 

We are inclined to agree with this view. Unfortunately, it 
is impracticable to relieve the small holder from the entire 
burden of land revenue. We also endorse the recommendation 
of the Punjab Committee in which they recommended ® relief to 
the owner cultivator by reducing his charge by 25 per cent after 
assessment at the usual rate. 

11. Definition of Net Assets. Another attack on the 
land revenue policy of the Government especially in the Punjab 
relates to the methods of arriving at the net assets. We have 
already seen how net assets in the Punjab are estimated. They 
are net assets of the landlord. Professor Brij Narain contended 
when the ihatter was under consideration by the Pb. L. R. 
Committee of 1938, that these net assets are not the true net 
assets when applied to the owner cultivator. In the words of 
Prof, Brij Narain : “ The non-cultivating landlord is able to 
exploit the tenant because of the constantly growing pressure of 
population on the soil. Land is scarce relatively to demand, and 
there are no alternative means of earning a livelihood for the 
tenant class. Under such conditions it is not surprising that the 
landlords’ share should contain a large element of loot.” He 
r6Conini6Ucl6cl thst net assets sKould ba calculatad diractly and 
account should be taken of all the items of costs including the 
fair wages of the cultivator and his family. 


1. Report, p. 73. 

3 , UnTR^venue Reform in the Punjab, issued by ^hc Institute of 
Agrarian Reforp?, p. IP, 
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The Land Revenue Committeei to meet this criticism, 
quoted comparative statistics based upon the data given in the 
Punjab Farm Accounts for the years 1927'28 to 1936*37. 

Their conclusion was that during this period of 11 years 
only in three years (/.e., 1930-31. *1931'32 and 1933'34) the land' 
lords* net assets were higher than the owner-cultivators’ net 
assets. On taking averages of three periods of 3 years, 4 years 
and 3 years -espectively it was only during the middle period in 
which owing to depression the owner'cultivator would have been 
at an advantage if net assets were calculated by directly taking 
into account the cost of production of the peasant proprietor. 

These figures were forcefully challenged by Prof. Bril 
Narain, who contended that ** these figures are cooked figures, 
and of no value for scientific purpose.^ He asserted that true 
figures relating to the farm in question had been altered and 
moreover nothing was said about the *’ assumed wages ** It 
appears the Committee took Rs. 120 per adult labourer per 
annums as wages in calculating cost of production for the owner 
cultivator. This was done for depression years as well as pre- 
depression years. This was unscientific according to Prof. Brij 
Narain. Taking a higher wage rate in proportion to higher 
prices in predepression years Prof. Brij Narain arrived at the 
following table- comparing his figures with the figures of the 
Committee. 

Year Landlords’ net assets Owner cullvatot’s net assets 



actual 

cooked 

actual 

OOI 


Rt. ' 

Ra. 

Rs 

R». 

1927-28 

37J7 

42.85 

2936 

44 70 

1928-29 

39.04 

44.79 

36.45 

52 62 

1929-30 

3636 

42 27 

25.71 

43.23 


Thus taking the “actual” figures landlords’ net assets are 
higher than owner cultivators* net assets in each of the three 
years. 

Prof. Brij Narain further contended that if adequate wages 
were allowed on this particular farm the percentage of costs to 
gross income was as high as 60.4 while the Settlement Officer 
who assessed the Lyallpur tehsU assumed this percentage to be 
56. In fact this Risalcwala farm being a Government farm was 
not typical of the area. In other farms,® accounts showed that 


1. Agricultnrsl Worker and Punjab Land Revenue Cammittee by Brij 
Narain, (issued by the Institute of Agrarian Reform), p. 10. 

2. Ibid, p. 17. 

3. Farm Chak 243 B. (tee Ibid, p. 20.) 
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even allowing wages at Rs. 120 per annum per labourer the per- 
centage of total expenditure to gross income came to 82,03. ** If 
the cost is allowed for at .70 per cent of the value of gross 
produce, concluded Prof. Brij Narain, “ net assets are found to 
be Rs. 68,35,363, (Lyallpur Tehsilhnstead of Rs. 1,00,55,363. 
i ne^toral standard demand is reduced from Rs. 25,13,977 to 
Rs. 17,08,841 and the demand per acre from Rs. 6'8'2 to Rs.4'6 9, 
a reduction of more than Rs. 2 per acre.’*^ 


The Punjab Committee, however, was not in favour of 
changing the definition of net assets. They concluded ; “ Con- 
sidering the increase in expenditure, the difficulty of obtaining 
reliable returns, and the doubt whether even at present prices 
change would be of advantage to the land revenue payer; 
considering the fact that nearly sixty per cent of the cultivated 
area is leased to tenants, we are strongly in favour of maintaining 
the present system.’*^ 

As regard Prof. Brij Narain’s criticism the whole issue 
hinges upon what rates of wages are allowed. “ The prices of 
these two crops ’’‘(cotton and wheat) wrote Prof. Brij Narain 
were 87 per'cent higher in precrisis years, it follows that wages 
must be allowed at the minimum rate of Rs. 225 per annum per 
adult worker (87 per cent higher than Rs. 120 allowed for 
.the depression period). 

Pror. Brij Narain himself accepts 113 of gross produce as 
enough to remunerate the cultivator for his labour, “ taking 
four or five years of normal prices.”* He supposed the gross 
value of produce of half a square at Rs. 600. And he agreed in 
his evidence that two^ men would be required to cultivate half 
an acre. Thus Rs 100 per labourer would be a fair wage. The 
average gross produce during the three pre'depression years 
(ending 1928-29) of the Resalewala farm® (800 acres) was Rs. 
77,363 or 960 per acre or 480 for half an acre. On this basis the 
rate of wages in pre-depression years would have been Rs. 80 per 
labourer per year. Prof. Brij Narain accepted the figure of Rs. 120 
for depression years. This in itself was an over-estimate even for 

pre-depression' years. n ioa m 

Further he allows 87 per cent more upon Rs. 120 (Rs. 225) 
for pre-depression years as wages per labourer. Even if Rs. 120 


1. Ibid, p. 28. 

2. Reporr, op. cic., p. 39. 

- 3. Agricultural Worker, etc,, op. cit., p. 30 , 
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was legitimate wage rate it is not scientific to raise the pre* 
depression level in exactly the same proportion as the height of 
the pre'depression prices. This would mean that wages had 
fallen during the depression to exactly the same extent as prices. 
This assumption is obviously unjusei6edy because wages proverl> 
ially lag behind. It would appear therefore that Rs. 12o per 
labourer was a fair allowance for pre'depression years on the 
basis of gross produce, and then of a farm managed by Govern- 
ment, hence presumably giving higher per acre gross produce 
than an average farm. For depression years Rs. 120 would then 
be an over-estimate of wage rate. 

We are therefore inclined to agree with the conclusion of 
he Punjab Committee and especially since the subsequent rise in 
prices has altered the whole situation and has increased the 
paying capacity of the owner cultivator. We feel that the 25 
percent rebate recommended by the Punjab Committee should 
meet the inequalities^ if any, arising out of the indirect estimate 
of the owner cultivator’s net assets. In periods of depression 
apart from suspensions and remissions and temporary relief the 
sliding scale system introduced in the newly settled areas of the 
Punjab should considerably lighten the land revenue burden on 
the small holder. 

15. The Sliding Seals System : New principles of assess- 
ment were formulated in the Punjab at the time of the resettle- 
ment of the Lyallpur district in 1935. These are known as the 
Sliding Scale System. The object of the new system was " to 
enable the Government ro pitch its demand high enough to 
take into account the possibility of prices rising to the average 
level of the last 20 or 30 years, and meanwhile to adjust this 
demand at each harvest to current prices.”^ 

According to the old system the standard rates did not 
change during the period from one settlement to another, of 
course remissions and relief could be given according to the 
character of crops. The great fall in prices after 1930 necessitat- 
ed this new system. The features of this system were described 
as below by .a communl<iue of the Government i'- 
ll) The commutation prices proposed to be fixed by 
Government have been worked out In accordance with the 
revenue law on the average of 20 years, 

(2) Average revenue rates will be worked out according to 
those prices, and will determine the average rate for the assess- 
ment circle as a whole. 

*1." Lsdc] Revenue Conuxittee Report, op. cit, p. ^ 
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Within the assessment circle the revenue rates will vary 
as at pre^nf, in accordance with the class of land and othei 
ractors. They will in some cases be higher than the average rate 
In other cases they will be lower. 

(3) The revenue rate as finally announced for a particulai 
square will represent the maximum which Government can take 
in any circumstances during the period of 40 years. 

(4) Government will not take these maxima rates unlesi 
the general level of prices is at least as high as that represented 
by the prices given in the Schedule attacned.^ 

(5) If in any year the general level is higher than that 
represented by the Schedule, the revenue payers will be given 
the full advantage of the excess. 

(6) If in any year the general level of prices is lower than 
that represented by the Schedule, a remission in the revenue 
rates will be given the following year proportionate • to the 
difference.” 

Thus while the Government was ” bound not to exceed 
the maximum rates as fixed *’ they would ” give to the revenue 
payer the full benefit of the fall in prices, however great that 
may be.” ■ 

To calculate the amount of remission to be given three 
factors are taken into account ; — 

(a) The percentage of the total matured area under each 
important crop. 

(b) The average yield per acre of those crops. 

(c) The commutation price assumed for each of those 
crops. 

” By multiplying these figures together,” continues the 
communique, ” the Government will obtain an index figure. 
They will then calculate a corresponding index figure for the 
year previous to that for which remissions are to be given. 
Unless there are exceptional reasons to the country, it wfll be 
assumed that the percentage of crops remains constant and that 
the average yield pec acre is also constant. ’ They will, however, 
take the average prices current during the marketing season of 
the prcccdins two listv8sts in specified insrlcets of the districts 
during specified months. “ We will suppose that the standard 
index figure is 1,000 and that the index figure according to the 


1. Commutation prices based on 20 years’ average before the bettlemenc. 
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new prices is 600, The remission given then will be 40 per cent. 
Each year, a new index will be calculated and chat amount of 
remission will depend on the level of prices during previous 
year.’*^ 

The shding sale system was introduced in Sind m 1938 on 
an experimental scale It proved very successful and was 
extended to cover the cultivation of wheat* rice and cotton. 

The strongest critic of the sliding scale system was Pro- 
fessor Brij Narain He raised two objections against it : 

^0 That the system takes no account of the costs of culti- 
vation 

ill) That it is based on not real but “theoretical or paper 
net assets ’’ 

“When prices fall heavily,*’ writes Prof. Brij Narain, “and 
costs less heavily it Is possible that net assets may wholly vanish. 
But the sliding scale assumes chat the zammdar always enjoys 
net assets, provided chat fall in prices is not 100 per cent.”® 

Prof Brij Narain, therefore, recommendeds that “re- 
missions should be granted according to the fall m net assets, 
not merely according to the difference between commutation 
and actual prices.”^ 

The Punjab Land Revenue Committee recognized this 
defect of the system They agreed that in a period of tailing 
prices any remission given m proportion to the fall in an owner 
cultivator’s gross income would not be in proportion to the 
fall m his net income. “ But when prices start rising again,” 
they added, “ the reverse process sets in, and in time, it may Ixt 
supposed, the two tendencies neutralize each other.”^ 

The recent enormous rise in prices seems to have vindi- 
cated this view of the Committee. 

The second ohjection taken hyTro! Brij Narain was that 
the standard land revenue rates under this system are based on 
prices of 20 years back which were mere paper prices “ There 
is little or no hope of a prise of rices equal to the commutation 
level,” wrote Prof Bnj Narain. The structure of world supply 
and world demand in regard to agncuUural products has funda* 
mentally altered Why should not future assessments be based 


1 Puoiab Land Revenue Commictee, Appendix A. pp 157'I59 

2 India Bebore and Since the CtliU, VoL If. p 6ll. 

3 Ibid, p 617 

^ Report, op clt,p.5l 
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on current prices, which are more normal than the absurdly 
high average prices of 1914— 1929 He, therefore, recommended 
that assessment should be made on ‘‘actual as distinct from 
prospective assets.”^ 

Referring to Prof. Brij Narain’s contention in his evidence 
that there was no possibility of a period of high prices returning 
during the next forty years,” the Lord Revenue Committee 
added ; “ This assumes a prescience to which we at least can lay 
no claim, and ignores the unhappy possibility of war, which 
might greatly inflate the price of such commodities as wheat and 
cotton.”^ And so it did happen. 

Thus while the commutation price for wheat assumed in 
the Lyallpur Tehsil Settlement was Rs. 3'12-0 per maund, wheat 
in recent years has sold at Rs. 10 or more per maund. This 
must have more than neutralized the over-assessment of the 
depression years. 


1. India Before and Since the Crisis, Vol. II. p. filf* 

2. Ibid , p. 617. 

Report, op. fit., p. 66. 



APPENDIX TO CHAPTER XII 

SUMMARY OF PROVISIONS 

of the 

East Bengal State Acquisition and Tenancj Bill 1948 
as passed by the Provincial Assembly 
on 15th February, 1950. 

1. Acquisition of Rent'Receiving Interests. — Rent- 
' receiving interests in all land, agricultural and non'agricultural, 

including fisheries, will be acquired by the government. 

Khas lands of persons in excess of 100 bighas or 10 bighas 
per head in the family, which ever is greater, will be acquired 
for the purpose of distributing the acquired lands amongst the 
cultivators with uneconomic holdings and landless agricultural 
labourers. In addition to the above quantity of land, each 
family will be allowed to retain an additional area of land equal 
to the ar^a covered by the homestead of the family, subject to 
the maximum limit of 10 bighs. 

The rent-receiving interests of the proprietors of big 
estates, or the holders or big tenures directly under government 
and big patni taluks, and of all rent receivers whose properties 
are under the management of the Court of Wards, as also their 
khas lands in excess of the prescribed limit may be acquired 
by Government immediately after the enactment of the Bill, 
pending revision of records and assessment of compensation. 
Till the compensation is finally assessed the rent receivers 
and owners of khas lands of this category will receive 
an annual interim payment (i> one third of their 
annual net income from such interests in the case of rent 
receivers and (it) 5% of the amount of compensation acccatag 
to them in the case of khas lands. These payments will be 
adiusted to the compensation money finally assessed. Other 
rent rece{ver*s interests and khas lands in possession of other 
persons will be acquired after revision of the records of rights 
and assessment of compensation. 

2. Rates and Payment of Compensation.— The follow- 
ing scale of compensation is provided for the acquisition of 
rent receiving interests. 
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Amount of net income. Rate of compfcntation 

Upto Rs. 5CX) ... 10 times the net income 


Rs. 

510 

to 

Rs. 

2,000 

8 

Rs. 

2,001 

to 

Rs. 

5,000 

7 

Rs. 

5,001 

to 

Rs. 

10,000 

6 

Rs. 

10,001 

to 

Rs. 

25,000 

0 

Rs. 

25,001 

to 

Rs. 

50,000 

4 

Rs. 

50,001 

to 

Rs. 

1,00,000 

3 


Above Rs. 1,00,000 ... ' 2 „ 

The followinr. scale will apply to excess khas lands of the 
various catCROrics ' 


Class of Lands. 

(a) Anricultura! and horticultU' 
ral land 

(b) Huts and bacars 

(c) Cultivable waste : — 

(0 Lands bearing profit 


Rate of Compensation. 

... 5 times the net annual 
profit. 

... 5 times the net annual 
profit. 

... 5 times the net annual 
profit or 10 times the 
annual raiyati rent for an 
equal area of agricultural 
land in the neighbour 
hood which ever is grea- 
ter. 


(//) Lands not bearing any 
profit ... Rs. 10 per acre. 

(d) Lands consisting of forests, 
jungles, marshy tracts and 
other cultivable lands other 
than roads, pathways, com- 
mon burial or cremation 
grounds, rivers, khals and 
water courses which the 
public may use by common 

right or right of easement ... 5 times the net annual 

profit. 

(e) Non'agricultural land ... 5 times the annual letting 

value of the land. 


(f) Buildings 


The actual cost of const- 
ruction less depreciation^ 
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Compenjation may be paid either in cash or in bonds or 
partly in cash and partly in bonds. The bonds will be non* 
negotiable and payable in not more than 40 annual instalments 
and will carry interest at 3 per cent, per annum. 

3. Debts of the out going Rent Receivers: — All debts 
incurred by a rent receiver before 7th April, 1948, other than 
arears of land revenue, rents or cesses and other than debts 
due to Government or a Co-operative Society, will be scaled 
down in proportion to the reduction in the net income suffered 
by the rent receiver on account of each acquisition. 

All arrears of rent due to out going rent'receivers will 
vest in and will be recoverable by' Government but Govern' 
ment will pay to the outgoing rent-receivers to whom such 
arrears were due a sum equivalent to 5% of such arrears by way 
of compensation within a period not exceeding four years. 

4. Service Tenancies.— Holders of service tenancies (i.e. 
those holding agricultural land free of rent in consideration of 
some service to be rendered) will acquire occupancy rights in 
such lands subject to the payment of a fair and equitable rent 
to their immediate landlords. 

If any service tenant has his homestead within the 
homestead of his landlord, the court may, on the application of 
either party, order the removal of the tenants' homestead, 

. provided that in cases where the tenant holds less than five 
blghas of cultivable lands with occupancy rights, the landlord 
will have to pay him compensation to cover the cost of the 
removal of his homestead including tht cost of land required 
for the new homestead and other incidental expenses. 

If a service tenant has been ejected after 7th April, 1948 
' from any agricultural land held by him in lieu of service 
^ otherwise than by a decree or order of a Civil Court or an 
’ order of the Collector or of any Revenue Officer empowered by 
^ the Collector. I'he Collector may, on the application of the 
' tenant restore the land to him. 

5. Regulation of Rights of and Restrictions on 
^ Tenants.— All agricultural tenants (Ryots) will have permanent, 

* heritable and transferable rights in their land and ^wilj be 

entitled to use their lands in any manner they like. Such a 
tenant will not be ejected from his holding except In execution 
' of decree of a civil court passed on the ground that he has 
done any act in contravention of thc.provisions of the Act. 
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In’ cases df. transfers of 


raiyat lands, .co'sharer 


1 ij. r — irtiyai lanas, .co'siiarer tennntc 

holding contiguous lands will have the right of pre-emption. 

1 • acquisition, in making settlement of any 

cultivable land at the disposal of government preference will be 
given to a person who cultivates the land himself or by the 
member of his family and holds less ' than three acres of 
cultivable land. 


state acquisition, no one except a bona fide cultivator 
bolding less than lOO bighas of land for himself and his family 
in the aggregate will he permitted to purchase or otherwise 
acquire any additional land, and in no case the quantity of the 
additional land so acquired, added to the total quantity of the 
land already in the possession of his famly, will exceed 100 
bighas. 

After state acquisition, a tenant will not be allowed to 
sub let his land under any circumstances. 

A non-cultivator may purchase or otherwise acquire land 
but only with the previous permission of the prescribed 
authority. 

6. Regulation of Rents,— Before state acquisition all 
produce rents will be commuted to money rents at a rate not 
exceeding 1/10 the of the total value of the annual gross 
produce of the land and all high rents will be cut down to a fair 
and equitable level. 

After state acquisition all lands to be held by tenants 
under Government will be subject to the payment of fair and 
equitable rents irrespective of whether such lands are held now 
free of rent or at a fixed rate of rent. 

A table of maximum rent rates for different classes of 
agricultural lands in a locality will be prepared for regulating 
the enhancement and reduction of rents of ryots. The maxi- 
mum rate of rent for any class of land will not exceed 1/lOth 
of the value of gross produce or five-fourths of the existing 
rate of rents, whichever is less. The rent of a Ryot will not 
be enhanced beyond the maximum rate of rent fixed in the 
table of rent rates. Rent enhanced once will not be liable to 
exhancement within 30 years. 

. 7. Consolidation of Holdings. -Any two or more ryots 

having lands in the same village or contiguous villages may 
apply to the Revenue Officer for consolidation of their holdings 
and submit along with such application a scheme for, spch 
consolidation. If not less than two-thirds of the ryot in a 
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village or a block of contiguous villages holding not less than 
three-fourths of the total cultivable area in such village or block 
of villages, make an application for consolidation of their hold- 
ings, such application shall be regarded to be an application on 
behalf of all the ryots of such village or block of villages. 

When a scheme for consolidation of holdings is submitted 
with such application and such scheme has been agreed to by 
all the ryot affected by it, the Revenue officer may examine the 
scheme and confirm it with such modifications as he considers 
fair and equitable. When no such scheme has been submitted 
by the applicants, or the scheme submitted by them has not 
been agreed to by all the ryots affected by it, the Revenue 
Officer shall prepare a schedule for consolidation himself in 
accordance with the provisions of the law and of the rules 
made by the Provincial Government. 

The Revenue Officer may appoint an Advisory Committee 
to assist him in the preparation of the scheme for consolida- 
tion of holdings and such scheme shall be drawn up having due 
regard to any proposal which has the largest measure of agree- 
ment among the affected parts. In making the redistribution 
of land for the purpose of consolidation the Revenue Officer 
shall see that the total area of a holding or the profit derived 
^ there from Is affected as little as possible. 

If the redistribution of lands results in the allotment to 
any ryot of any parcel of land of market value lower than the 
market value of his original parcel of land, the Revenue Officer 
shall provide for the payment of Compensation to such ryot by 
the ryot or ryots who, in the opinion of the Revenue Officer, 
will ^ benefitced by the allotment of the more valuable land of 
the first named ryot. 



CHAPTER Xlfl 

OUR INDUSTRIAL HERITAGE 

1. Introduction. We, in a previous chapter, suggested 
reorganising our agriculture with a view to increasing its pro- 
ductivity, and the economic well-being of the cultivators. Not 
• only such reorganisation does not mean neglect of industry, it 
will in fact involve a simultaneous programme of industrial 
development. This for several reasons ; In the first place, 

. increased agricultural output especially of raw materials will 
have to be absorbed not only through increased exports but also 
through its processjng^nd manuf actureJnto-finished g oods by the 
help of Lome industry. These products can partly be^cohsumed 
at home and partly exported to foreign countries with greater 
, advantage. Secondly, more efficient methods of land utilization 
and exploitation will set free a large mass of surplus man-power 
which must be given alternative sources of employment in the 
interest of social and economic advancement of our people. This 
will involve setting up of small and large-scale industries accord- 
ing to our circumstances resources and needs. Thirdly, the grow- 
ing mechanisation of ag ric ulture will create ex panding ~dearand" 
improved tools, macKfnery, f^hmqans etc., .which as time 
gb'esTDni3hould“he‘“supplied Yf6m“within the country at'any~rate 
as far as possible. Fourthly, as due to greater productivity and 
higher real wages the • standard of living of the mass of the 
people rises it will create demand for industrial products of 
Various kinds on the one hand and for a variety of new avenues 
of employment for the new generations on the other. Both these 
needs can be supplied by our growing and expanding industries. 
Apart from all this no amount of agricultural development can 
enable us to dispense with the need for creating means of 
modern defence through industrialization. 

2. Industry Under British Rule. — Modern Industry in the 
Indo-Pak sub-continent is of quite recent growth. Even now 
taking the whole of this sub-continent an insignificant percentage 
of the population lives upon large-scale industry. According to 
the census of 1941 only 1*5 per cent of the population in what 
was then British India was engaged in organised industry of 
modern type. About 9 per cent, depended upon small-scale 
cottage industry ; the figure for Pakistan is still smaller as we 

shall see. 

Before the impact of the British rule and the Industrial 
Revolution, India was one of the leading industrial countries of 
the world according to comtemporary standards. Her textiles 
and other artistic products were the wonder of the civilised 
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World, The ^roce* of decdV (Jf thtf Indidn handicrafts atafted 
dDOut the beginning of the l9th century dna had brought ruin 
on millions by the last quarter of the Cetitury. Amdng 
sufferers the Bengalis particularly of tvhat is novy East PaK{jta6 
were especially hard hit, because of their comparatively greater 
dependence on industries which were more exposed to the 
impact of the new forces of foreign competition, changing 
tastes and the changing balance of political power. The Punjab 
being comparatively farther removed from the new commercial 
centres was able to keep alive her handicrafts to a larger degree. 
Sind, until recently part of Bombay, was mostly a desert before 
the Barrage era, and the Frontier Province in a state of political 
insecurity.' ’ 

The new industrial* phase began about the middle of the 
I9th century when factory industries were established round* 
about Bombayi Madras and Calcutta, the great commercial cen- 
tres of the British era. Concentration of industry in the more 
conveniently situated Calcutta starved the rest of the Bengal of 
modern industrial development the full significance of which 
was realised only after the establishment of Pakistan. All that 
the nationalistic and patriotic sentiment, the World War I, the 
inter-war policies of industrial protection and the World War 11 
achieved* in the way of industrialisation benefitted certain 
areas possessing initial advantages all of which now are a part of 
the Indian Republic. We shall come to these initial advantages 
in a later section. The fact remains, however, that on the eve 
of partition Pakistan found herself with a very meagre share 
of fact ory industriesji evelo ped durj ngahe-Britishjule. 

Industrial Share of Pakistan The main industries 
existing in India at the time of partition were cotton, jute,< 
sugar, jlron and steel, cement, paper and glass. Below ard 
given the relative shares of {'Pakistan and the Indian Republi^ 
with regard to these industries.— / 


Induitry. 

Indian Republic 

Palcistan. / 


Na of 

Average 

No of 

Average 


fsctoiles 

dallf 

factories 

dallW 



employment 


employment 

Coeton 

... 435 

6,35,000 

16 

20,00( 

jute 

91 

2,89,000 

Lqll 

oil 

Sugar 

151 

82,200 

9 

3^0i 

Iron and Steel 

... 35 

58,450 

nil 

nil 

Cement 

13 

8,600 

5 

1,901 

P»P«r 

21 

lfi.6.00 

nil 

’nil 

p]a5» 

HI 

20,900 

4 

70C 


“857 ~ 

11^750 “ 

'M 

■ 29,W0\'' 
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Thus of the total of 921 factories in these six large idus- 

^ located in Pakistan while the share 

or iakistan in the total cniploymGnt,_was.bnIy-2.6%»' 

Taking all the industrial establishments, however, tHe^ 
shares of Pakistan was larger though even then far lower than 
in proportion to her population ; 

Inditslrial Establishments and Employment in 1943 

Ind. catablishmcnta. Employment. % population 
Number. gharcs. Number. % shares. (1941) 

1,000 

Indian Republic 11,391 89.9 264,2 92.4 79-5 

Pakistan ... 1,213 9.6 2,50 7.3 19.5 

Kashmir ... 71 0.5 10 0.3 1.0 


Total 


12,675 


• .w.v AWWtV/ 

Thus while Pakistan contained about 20% of the total 
population of the whole sub-continent its share of industrial 
establishment was less than lOX and of industrial employment 
just over 7% of the total* Indian Republic on the other hand 
with about 80% of the total population had over 92% of the 
industrial establishment. 

4. Classification of Industries.— A study of the distri- 
bution of individual groups of industries reveals further indus- 
trial backwardness of Pakistan. Leaving aside the State of 
Kashmir (still under dispute) the distribution of main groups of 
industries between Indian ‘Republic and Pakistan was as follows 
according to 1943 figures^ ; 

Indian Republic - Pakistan 

% of (1) Z of (3) 

to the to the 

No. of total No. of total No Z of the 

Groups of persons No. persons employed total 

industries. employed employed employed in that employed 

(in 000) in the (in 000) group of in 

group of industries. Kashmir 

industries ' 

( 1 ) ( 2 ) • ( 3 ) ( 4 ) ( 5 ) 


No. of 
persons 
employed 
(in 000) 


No. of 
persons 
employed 
(in 000) 


Pakistan 
Z of (3) 
to the 
total No 
employed 
1 in that 
group of 
industries. 


Z of the 
total 

employed 

in 

Kashmir 


Taxtlles ••• 

Engineering ••• 
Minerals and 

Metals ••• 
Food, drink and 
Tobacco *•• 
Chemicals 
Paper & Printing 
Wood, Glass, Stone 
Hides &. Skins ... 
Gins Presses ... 
Miscellaneous ... 


Total 


(3) 

(4) 

(5) 

32 

2.7 

0.6 

46 

1C.7 

0.2 

8 

7.8 

0.1 

24 

6.9 

0.1 

4 

4.0 

0.1 

4 

5.9 

0.3 

8 

6.7 

0.1 

13 

8.8 

O.I 

47 

24.7 


21 

9.5 

0.2 

-20.6 

7.3 

0,3 


Source 


' Industrial Establishments in India,” 1943, 
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Note the exceptionally low shares of employment in Pakis* 
tan m the textiles and the chemical groups With the excep- 
tion of gins and presses, engineering) hides and skins and 
perhaps minerals and metals the share m other groups is below 
the average shares Gins and presses is the only group in which 
the share is adequate m proportion to population. But m 
proportion to cotton and jute produced even these are not 
adequate Moreover, gins and presses involve very simple 
processes and are no index of industrial develpment of a 
country. So far as the important industries of modern kind 
are concerned Pakistan stands nowhere in comparison even 
with industrially backward Indian Republic 

5 Relative Importance of Industrial Groups — The 
following table shows the relative importance of various groups 
of industries in the economy of each of the two Dominions 


Percentage employed In each group of the 
coral industrial employment in each Dominion 

Industrial group 


Textiles 

Engineering 

Mineral and Metals 

^ood drink and Tobacco 

Chemicals 

Paper and Printing 

Wood Glass and Stone 

Hides and Skins 

Gins and Presses 

Miscellaneous 

Total 

Total employment 


Indian 

Pakistan 

Republic 

43 0 

16 0 

13 0 

22 8 

26 

42 

II 2 

12 1 

2 8 

24 

1 7 

2 4 

1 6 

4 4 

10 6 

1 9 

46 

23 3 

67 

10 5 

100 0 

100 0 

26 42 000 

230 000 


Note the relatively high importance of the textile group 
in the Indian Republic In Pakistan this group comes after gins 
and presses and engineering It should be remembered, how- 
ever, that engineering establishments m P*.ki3tan consist mostly 
of railway workshops and other minor repairing units In the 
Indian Republic these include coach-buildmg, dockyards, 
clectrual engineering works and ship-building (See Appendix 
to this chapter). 


6 Industries entirely absent in Pakistan —An Appendix 
to this chapter gives a full list of all the various kinds of factory 
industries existing in the Indo-Pak sub continent in 1943 They 

are 86 in all, classified into industrial groups It will noted 

that as many as 39 industries of this lisr arc entirely absent in 
the areas now called Pakistan. Among the^e are puch important 
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industries as jute manufacture, ship'building, iron and steel 
works, copper smelting, lead smelting, mica smelting, dyeing and 


bleaching, paper and paper pulp, 
canning food, tobacco works, etc. 


soap and metal stamping, 


In view of the raw materials available many of these 
industries could have been established in Pakistan such as jute 
mills, dyeing and bleaching, paper and paper pulp, soap, canning 
food, tobacco works etc. / 

Classification of these industries according to employment 
further shows that not a single industry employed more than 
50,000 workers in Pakistan. In the Indian Republic there were 
nine such industries of which five employed more than a lakh 
persons. Most of the industries in Pakistan employed less than 
1000 workers. 


7. Reason for Industrial Backwardness of Pakistan ; 
Now we come to the question: Why have the areas now con- 
.stituting Pakistan remained industrially undeveloped? In his 
address to the Industries Conference, called by the Pakistan 
Government in November I9d7, Mr. I. Chundrigar, the then 
Minister for Industries, attributed this backwardness to neglect 
and prejudice on the part of the pre'partition Government of 
India. He gave some instances to prove that the late Govern- 
mcnt of India did not visualise the setting up of the industries 
in the Punjab, Sind and East Bengal in spite of the fact that 
these regions produced large quantities of raw materials like 
cotton, jure, tobacco, sugarcane, hides and skins. Even the 
panels appointed by them for the study of development of 
principal industries did not have adequate representation from 
what are now Pakistan areas. This may be true of the future 
plans of industrialisation in the pre-partition India, but does not' 
explain the fact of backwardness in the past. Modern industrial 
development in India started from the fifties of the 19th 
century. Why did not the industries spring up in the Muslim 
majority areas during this period of about a hundred year ? 

The explanation lies not so much in the prejudice on 
anybody’s part but in certain geographical and historical factors. 
The early leadership in moder n bu3 in(^s„an44Q4^?.itY in India 
ca mje ~e i thTer from Euf c5peaffs Tespeci^Iy Scotch^ 

rnienj or frora'ch'e'PaTse^'^'Many’T^ired' officTars and army mien 
of the"' East" 'India^Compahy settled in India and engaged them- 
selves in business. They had business experience, capital and 
orotection of their own Government and India offered scope 
tor good returns, The natives of the country were conservative, 
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illiterate and lack ed enter prise _^ nd,exDetience of modefr> . 
jnethods^ The Parsces being a small, intelligent/^ 

community who had originally come from Persia Iran were free// 
from Indian conservative traditions and soon took to EuropeanV 

methods of business. J 

The— European business centres the earliest times had 

been located in the Western and Southern coasts of India — 
Bombay, Calcutta and Madras. This was natural for a seafaring 
people who came to this country as traders These places thus 
became the most important business, and later, industrial centres. 
Bombay had the added advantage of a humid climate and access 
to cotton areas to fit her for an excellent centre for cotton tex' 
tile industry. Calcutta became the centre of jute trade and 
industry on account of its being the most convenient port and 
business centre commanding the jute areas of Bengal The Par* 
sees had settled on the western coast of India and their activities 
were mainly confined to the Bombay Presidency. Later they 
extended their enterprises to ocher areas where factors for 
Industrial location were most favourable For example, the 
great iron and steel industry of Bihar is the fruit of Parsee enter' 
pnse. It had to be located in Bihar because of the neighbour' 
hood of coal and icon mines. Sugar industry more recently 
appeared in U.P. because of the dominant position of that area 
regarding the production of sugarcane. 


In the later phases of development some Hindu castes — 
like the Marwans — became prominent as industrialists. These 
were originally bankers and money-lenders, and thus had plenty 
of capital. 


The Muslims lagged behind in all this race, especially the 
Muslims of the areas now constituted as Pakistan. Firstly, these z’ 
areas were in the backwaters of the stream of trade and com' 
mercc of recent times. European business community was not 
attracted to such areas and neither were the Parsees. The Hindus 
were mostly bania money-leaders who thought it a better pro- 
position to get easy returns from lending money to the illiterate 
and comparatively better off peasantry than to take to indus- 
trial pursuits in competition with the more industrially favoured 
areas of the subcontinent 

As regards the Muslims themselves they were mostly small 
peasants and some landlords. The former had no capital and the 
latter no incentive for engaging in industries. The community as 
a whole was poor. With the passing away of the Moghul Power 
they had lost opportunities of service in the higher rungs of 
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administration. The British, the successors of the Moghuls, 
lool^d upon the Muslims with suspicion and were not anxious 
to afrord tl^m encouragement for national advancement. Many 
had lost their old estates and were reduced to poverty as the 
result of the post-Mutiny policy of the British. Moreover, the 
jprejudice — against_ talcing. oT-interest.Jia^ also kept thenrj5irf~o£~~~ 
the and.Jndustrial .enter^ise, with extre- 

mely tew. "exceptions. T.Thus -they "lacked. capltair”enter7' 
prise and business experience. Their factories if any were 
managed with much less efficiency, '^As'early"as~1888“a~Euro'pean~” ' 
factory inspector wrote ; “ The factories owned by Mussalmans 
are seldom, if ever, insured, and one which has been twenty. .. 
years has never had a coat of paint applied to any of the - 
woodworks.”^ — 

Thus the Muslim areas were bound to lae behind in the 
industrial race under conditions of laissez faire. They could onlv 
have developed under a deliberate state policy of regional 
planning which is only a recent idea. 

8. Cottage Industries of Pakistan.— So far ’We^hraveTieen 
talking of the factory industries. Pakistan areas, however, did 
not lack some important cottage industries which had managed 
to survive the impact of the modern-forces. These had survived 
partly because of the extremely specialised nature of the pro- 
ducts and partly because of certain other advantages enjoyed 
by them in the supply of raw materials, inherited local skill etc. 
Apart from the various village handicrafts supplying the day to 
day needs of the village population like handloom cloth, pottery, 
oil, implements and simple village furniture, there were and 
still are many crafts which produced goods of high artistic 
quality with more than local reputation. The province of Punjab 
for instance produced carpets at Multan, sports goods at Sialkote, 
furniture at Gujrat, Iron safes and steel trunks at Gujranwala 
and Sialkote, Khes at Jhang and Multan, surgical instruments 
and E. P. N. S. wares at Sialkote, Wazirabad, Bhera and Lahore, 
glazed pottery at Multan and Gujrat silk fabrics at Multan etc. 

In the N.W.F.P., Dera Ismail Khan, Kohat and Peshawar 
produced fine silk fabrics, Hazara district produced beautiful 
striped and check material. Other famous products of this 
province were Afridi momjama (wax cloth) of Peshawar, orna- 
mented turbans with coloured silk of Kohat, earthen vessels 
decorated with water colours of Peshawar. Other articles pro- 
duced in various parts of the province were swords and hunting 

1. Factory Inspector Jones quoted by Buchanan ; Development of 
Capitalist Enterprise in India, p. 147. 
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'^knives, copper ware especially trays, cWers with basin wjnc 
bowls, leather works of saddle, shoes and bags. 

Baluchistan produced embroidery of high quality, saddles 
and hand bags of leather richly ornamented with shells etc. 

The mam cottage industries of East Bengal were coir 
spinning, wick work, mat making, silkworm rearing, (Sylhct), 
silk weaving, prod;jction of counch shell bangles and mother of 
I pearl buttons, muslin and jamdan (Dacca), silver filigree work 
(Dacca) ivorv carving.fRang p ur) leather works etc. 

9 Effect of Partition on Cottage Industries — Even these 
cottage industries were hit hard in consequence of partition. 
In most cases Muslims were only the skilled workers The 
industries were financed by Non'Muslim bankers and banks. In 
fact most of them were in the domestic stage of development. 
The Non-Muslim middleman supplied them with raw material, 
finance and was in contact with markets inside the country 
and abroad. This Was specially the case with industries in the 
Punjab 

For instance, take the case of industries located at Sialkote 
the world'famed centre of sports goods industry. Apart from 
this major industay of the town there were some other cottage 
industries located here Among these were surgical instruments 
industry, electroplating nickel and silver (E P NS), rubber 
goods industry, durry making, musical instruments manufacture 
etc. All these industries are in a depressed condition due to 
partition and us aftermath The result is widespread unem' 
ployment among the workers One of the basic factors respon' 
iblc for this state of affairs is the migration of the Non-Muslims 
In pre-partition days, although the entire labour force was Mus- 
lims, among the employers, financiers and traders the vast 
majority were Hi-'dus and Sikhs With the migration of these 
people the whole industrial structure of the town was paralysed 
Leading firms closed down , the workers were not in a position 
to work independently , articles produced in workers’ homes 

) could not have access to markets Not only because much of the 
market and most of the exporting centres were in India, but 
chiefly because the traders who were in touch with Indian and 
foreign markets left the country Further their migration created 
big gaps in the field of finance both as regards organised banks 
and individual money-lending Again, the workers lound them 
selves in difficulties with regards to the supply of raw materials 
which where supplied through the agency of the same middle- 
men. Where the raw materials came from the Indian portions 
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of the sub'contincnt this difficulty was accentuated especially 
niter the no'dcvalution decision of Pakistan Government led to 
the stoppage of all Indo-Pak trade. 

These remarks, cither in part or as a whole, arc true of 
other industries located in the Punjab towns and even in other 
parts of Pakistan. The small tools and cutlery industry of 
Wnrirabad and Nizamnbad, the iron safe industry of Gujranwala, 
the engineering factories of Lahore etc., all have had to suffer 
from the partition and ths no-dcvaluation decision of the 
Gov'crnmcnt. 


This dislocation of industry, however, is likely to be of a 
temporary nature. Already the Muslims arc entering the field 
of marketing and finance. AltcrnaUvc maTkets_.an<ilsojjrce£^ 
raw materials arc being discovered; ~ 

Cottage industries will always remain an important sector 
of our economy. They wtli, however, have to adapt themselves 
to modern methods of production, finance and marketing. In 
this process of rationalisation the state will have to play a 
prominent part. The ideal solution, however, will be a spon- 
taneous application by the workers themselves of the co-opera- 
tive principle to the supply of raw materials, finance and 
marketing, if not to the actual process of production. So far 
the workers have not been attracted towards this principle. 
This has been partly due to their own ignorance and lack of 
Jnitiativc but mainly to their discouraging experiences of the 
‘official co-operation, imposed on them from above. The whole 
approach to the co-operative principle in this country needs 
radical transformation. 


The paucity of capital for industrial development empha- 
sizes still more the fact that planning for large-scale industry 
should not blind us to the necessity of reorganizing our small- 
scale and cottage industries. Large-scale industry alone will not 
solve the problem of providing gainful employment to the vast 
masses of our country. In a country with enormous and 
under-employed labour forces and with meagre capital resources 
small-scale and cottage industries n^st play, for a long time 
to come, the predominant role. There is considerable scope 
for rationalisatioi>- of this kind of industry with particular 

reference to supply^t>f raw materials, improved tools, technical 

KaSing and alvice,'"s^5.ply of samples and designs, standardiza- 
tion rfntoducts, improV marketing facilities and financial 
aS The Pakismn Gover^t has already taken some steps 
in this connection as we shali^e. 
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10. Difficulties of Pakistan Government. — It will be 
clear from the above account that the industrial heritage of 
Pakistan was very meagre indeed Factory industries were 
almost non existent and cottage industries were hard hit as a 
cons quence of partition and its aftermath. The Pakistan 
Government with all the will in the world for industrialising 
the country could not have produced immediate results even 
if the partition had been peacefully achieved The Government 
in fact was faced with difficulties the parallel of which is hardly 
to be found in the history of any other state especially at the 
time of Its very birth 

Pakistan was a newly created State with two of its major 
provinces badly mutilated Its administrative machinery had 
been badly sfattered on account of the migration of non Mus- 
lim officers and other staff occupying key positions Its 
economic life had been dislocated if not paralysed for similar 
reasons i e , in tr$de, industry and finance it was the non'Mushms 
who controlled the strategic strings The divided provinces 
were further hard hit because of their reduced resourcesi 
disturbed and mutilated channels of communication, transport, 
irrigation system The last in the case of the Punjab 

Added to these difficulties were those created by the 
flood of refugees which started pouring in simultaneously with 
the announcement of partition and increased with ever-growing 
pressure This was no peaceful and planned migration of people 
or exchange of population through mutual understanding. 
It was a mass of terror stricken humanity, -"meni women and 
children, aged and infirm, —hounded out of their ancestral 
homes, attacked on the way with deadly weapons, wounded and 
mutilated, many dying of hunger, sickness or wounds They 
had left behind them not only their all earthly possessions, but 
m many cases their dearest and nearest, dead or dishonoured 
Hiey had to be received, consofed, fed, clothed, and given 
medical aid They had to be housed first m the refugee camps 
and then moved out into the interior of the country to be 
gainfully absorbed in its economy. This was a tremendous job 
which had to be performed at a short notice and within a 
limited period of time. Apart from the financial Implications 
of this tremendous responsibility it meant preoccupation of the 
major portion of the administration with tasks which could 
hardly be called developmental. 

Added to this arose the complications in Kashmir, 
Hyderabad and Junagarh, accompanied by the generally bullying 
pttitude of the Indian Government. This psychologically 
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crtswcd a general sense of instsbiHtp and insecurity and 
rtnanciaily it involved disproportionate provnslon for defence 
services. And this at a time when the revenue resources of the 
erntnent had been seriously curtailed due to general 
dislocation of economic life and the bad faith of the 

Pakistan her due 



ihis Was hardly the time to think of planning industry 
the need of which was fully realised by ail concerned. But 
the Pakistan Government did think of it arid with what results 
we shall see in-thc nexf'two^chapters.-..^ ^ 

11. Basic Difficulties of Industrial Dc^Iopmcntv— 
These were the dithculcies created by the Partition. But there 
were others of a more basic nature. These included the lack of, 
trained technical -personnel, lack of banking and transport " 
facilities, a genenil lack of industrial enterprise among, the 
people and the absence of the habit of investment in long-term 
projects. Most of all Pakistan lacked some of the basic 
minerals like coal and iron. Hydro-clcccric resources were still 
untapped. ihese difuculcies, however* did not deter the 
Coccrnmcnt. The refugee problem has almost been solved 
especially in its more acurer aspects. The Central Budget has 
been a balanced Budget throughout. The provincial budgets 
have shown rapid financial recovery especially as regards the 
partitioned provinces, l he gaps crc.=.ted by the pardtion in the 
bunking structure have been successfully closed, i he railways 
are again an earning department. Plans for industrial deveiopr 
ment have been chalked our. 


Similar plans have been made for agricultural development, 
dimculcics however, arose with ^ regard to Indo- 
Pakistan trade after our no-devalution decision but Pakistan 
economv showed enough resistance to withstand this strain' $ 


Some 


econo 
'^s 'veil 



APPENDIX TO CHAPTER XIII 
Industrial Employment in the Indian Republic and Pakistan 
. in 1943 

Source : Industrial Establishments in India. 


Figures m thoitsands 


Industry 

Indian 

Republic 

Pakistan 

Industry 

Indian 

Republic 

Pakistan 

i-textile 



23. 

Copper Smelting 1 7 






24. 

Lead Smelting 

0.9 

— 

1. Clothing 

2a9 

84 

25. 

Mica 

0 7 

— 

2. Cotton Mills ••• 

6460 

16.6 

26. 

Petroleum Refine- 


3, Hosiery ».• 

7.2 

16 


nes 

. 2.5 

1.4 

4. Jute 

3C2.3 

_ 

27. 

Miscellaneous 

.. IIB 

2 1 

5. Silk 

56 

0.1 






6, Woollen Carpets 

01 



Total 

.. 85 4 

7-6 

7. Woollen Mills 

12 5 

27 






6. Miscellaneous 

198 

O.I 


;V-FOOD 




— ■ 


26 

Bakeries etc. . 

3.5 

0.7 

Total 

10,155 

313 

79. 

Breweries . 

34 

as 




30 

Coffee Works . 

. 50 

— 




31. 

Dairy Products . 

0.6 

1.0 

II-EN31NEERIN3 



32. 

Flour Mills 

. 49 

20 




33. 

Food Canning . 

. 0.4 

— 

9 (Joach BuilJins 

18.5 

2.2 

34. 

Ice and Aerated 

20 

02 

10- Dockyards 

129 

0.4 


Waters 



11. Electrical 



35 

Rice Mills 

. 419 

45 

En^lneerins 

10,4 

07 

36 

Sugar Mills 

. 843 

54 




37. 

Tea Factories . 

640 

7.4 

ncennj! ... 

1040 

2.7 

38 

Tobacco Works . 

. 29.9 

— 

13. Electrical Gene- 



39. 

Water Pumpins 



rating 

96 

14 7 


Station ■ 

26 

01 

14. Kerosene Tlnlna 

74 

12 

40. 

Miscellaneous 

. 261 

24 

Is. Metal Scatapins . 

98 


' 


— _ 

...... 

16 Railway Work- 




Total 

. 2686 

24 2 


1189 

21 8 

— 



— ■ 

I7i iihip Uuildinz ... 

35 1 



V— CHEMICALS 



18. Steel Trunks 

25 





—— — 


19. Tramway Work- 








24 

10 

41. 

Chemicals 

160 

a4 

‘0. Miscellaneous ... 

15 2 

27 

42. 

Bones and Manures 1.0 

0-7 _ 

*■ — 



43 

Dyeing, and 



Total 

3467 

47.1 


Bleaching 

13 8 

— • 

— - - 



44. 

Gas Works 

1.4 

0 1 

III-MINERalS and 


45 

Indigo 

02 

... 

,, METALS 



46 

Lac 

2.1 


‘I. h'oundrler 

69 

43 

47. 

Matches 

94 

04 

M' Iron and Steel 

69 Q 


43 

Oil MilN 

205 

16 
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Industry 


49. Pftlnts end Vnr- 

nhhes 

50. Sc.tpt 

51. Turpenttne 

52. MtsC'dlancou? ... 


Toed 


Indian _ , , 

Republic Teklsten 



1 

i Indian n„. , » 
Republic 


2.5 0.2 IX— GINNING AND 

^ oTi 

4.6 TicRlip-. 66 , Cotton Gins ... 97 . 

bic 67. Jute Presses ... 9 . 

”r~! 6 S. Miscellaneous ... 7 ,; 

Total ... j,i 4 .| 


PAPER & PRINTING 



$3. Papv'r Mills and 

Pulp 

IS.3 


54. Printing 

37.7 

3.6 

55. Miscellaneous ... 

2.6 

0.2 


Total 


Vn— WOOD. 
STONE. GLASS 

56. Pricks and Tiles 

57. C.arpencat^" 

5S. Cement and lime 

59. Glass 

60. Stone Dressing 

61. Saw Mills 

62. Misccll.ancous ... 


Total 


Vill-HIDES &. S.KIN5 

65. Leather and Shoes 

6 '. Tanneries 
65. Miscellaneous ... 


Total 


X— MISCELLANEOUS 

69 Brushes ... j .5 

70. Canvas Proofingk.. l.i 

71. Forage pIc^se^ ... C.2 

72. Groin Crushing ... 0.2 

73. Gramophone Re 

cores ... 1 1 

74. Jewellery Work- 

, 'hops ... 0.9 

(5. Laundries ... 0.9 

76. Mints ... 5,2 

7/. Ordinance Factories 1,15.7 
rS. Bads and Combs O.I 
79 . Repairs ere. ... O.I 

60. Rope Works ... 3.4 

51. Rubber ... S .4 

52. Sapper & Mines 

W orkshops ... 3.0 

53. Stone Works ... 0.9 

•''4. Tclegniph Works 3.7 

19.4 ncgligi- F5. Industrial Schools I.l 
bic 86 . Miscellaneous ... 25.9 


97.3 29.7 
9.5 7.7 
7.2 0.3 


1,14.0 37.7 


1.6 — , 

l.I — . 

C.2 ncglipi* 
bic 

0.2 O.S 


Total 


Grand Total 


•• 174 1 JS.7 


22,65 3 2, SIX 



CHAPTER XiV 

INDUSTRIAL PLANS AND POLICIES 

1. Irtroduction — In spite of the difficulties and 
handicaps facing the countr?* m the immediate post partition 
periodi the Pakistan Government realising the importance 
of industrial development took steps in this connection 
soon after partition. An Industries Conference was con' 
vcned at Karachi from the 13th to the l7rh of December, 
1947j at which all provinces and stares were represented, in 
order to deliberate upon the ways and means of developing 
Pakistan’s industries The conference set up various committees 
to advise the Government for the rapid industrialisation of 
the country These committees formulated rhcir proposals 
in about three months* time In March 1948 these were 
forwarded to the Povmcial and State Governments and 
the various ministries of the Central Government. It 
was on the basis of conclusions thus reached that the Pakistan 
Government announced their Industrial policy in April, 1948 
and later formulated their plans of development 

2, Objectives of Industrial Policy the statement of 
their policy the Government drew attention to the ej jeatially^^ 
a picultu mj character-of'the^-eount ry in "wh ich v' technical and 

/itechnological institutions, researchand analytical laboratories 
jkpd credit and service agencies, which one normally associates 
lljyith an advanced country, have yet to be organised *' — The 
'‘cohtrast between the country*8~T^St'TiatQTaI'^esoiJTCes-and its 
extreme industrial backwardness was taken note of The 
aims and objectives of Government policy were defined as 
“an improvement in the standard of living of the people 
brought about by harnessing, to the maximum extent 
possible, the forces and treasures of nature In the service of 
the people, by providing gainful and legitimate employment 
and by assuring freedom from want, equality of opportunity, 
dignity of labour and a more equitable distribution of wealth '* 
Free play was to be given to private enterprise and individual 
initiative subject to certain conditions mentions later. In the 
light of experience of other countries evils which had attended 
industrial growth elsewhere were to be avoided 

Due to the agricultural character of the economy of 
Pakistan initial emphasis was to rest upon the reconstruction 
275 
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and development of agriculture and of industries based upon 
or connected with it and on the promotion of medium, small 
and cottage industries. This did not imply neglecting the 
largc'scalc industry which was essential to the security of the 
state and its general ^ prosperity. This al^o had to receive 

_,ucmpst attention and encouragement, pit '^as-'pfopSseTlhr 
the first pince to~manufacture-withimnhe country indigenous 
raw materials particularly jute, cotton, hides and skins etc. for 
which there is an assured market whether at home or abroad. < 
At the same time to meet rcquiicmcnts of the home market/ 
efforts were to he made to develop consumer goods industries/ 
Further no opportur>itv was to be lost to develop any heavy 
industry “ which is considered essential for the speedy 
achievement of a strong and balanced economy.” 1 

The need for planning was recognised to ensure the’ 
industrial development of the country on sound lines. In 
preparing such a plan, due account was to be taken of the 
resources and requirements of the country as a whole. Planning 
was to be in a large measure the responsibility of the centre if 
these conditions were to be best satisfied. 

3. The Role of the Centre. — To give the centre greater 
initiative in the matters of planning, industrial development 
which was a provincial subject under the Government of India 
Act of 1935, was to be put on the concurrent Legislative list. 
This step was justified thus : “ Industrial development is so 
bound up with fiscal policy that these must be closely 
integrated. Then again the location of industry is in thesp 
days determined by requirements of balanced regional develop' 
ment and strategic considerations. The centre is in a better 
position to judge of these matters than the provinces. Central 
control is also necessary to facilitate procurement and ensure 
equitable allocation among provinces and states of machinery 
and raw materials in short supply.” 

A similar consideration applied to mines and oikfields. It 
was proposed to take over power to regulate mines and oil' 
fields and their development. 

• The centre however, was not to assume exculsive 
jurisdiction in the matter of industrial planning. It was 
proposed, as recommended by the Industries Conference, to 
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limit central planning to 27 specified* industries. “Provinces 
would be closely associated with the centre in the task of 
preparing the plans, and except for industries owned or 
operated bv the Central Government the implementation of 
plans would largely be their responsibility. Central planning 
would extend to the allocation of Industrial units to provinces, 
the allocation of such units within the province being done in 
consultation with them. The centre would assist in the 
procurement of capital, machinery and plant from abroad and in 
the procurement and distribution of essential raw materials 
which are in short supply The centre will gradually build up 
machinery to ensure maintenance of proper production 
standards " The centre was to exercise a general supervision 
in order to ensure progress according to plan. It was to 
co'opperate with the provinces in the field of technical education 
and training and to assume us responsibility in the matter of 
scientific and industrial research and was to act as a clearing 
house of information regarding industrial experiments and 
achievements in other countries 

4 Relation of State to Industry — As regards the question 
of relation of state to industry, especially with respect to the 
ownership and concroli it was stated that there was a general 
agreement that monopolies and public untilities were peculiarly 
suitable for nationalisation. Mention wis made of industries 
like communication secvicesand transport services like ailways. 
which are already owned and managed b/ the s.ace. Regarding 
Road, River and Air, policy had already been announced 
regarding CivA Aviation-, road rransport was being gradually 
nationalised by provincial governments and river services were 
to be left to private enterprise for the time being. With 

1. In an Appendix actsched to the statement theae industnes were 
listed as follows . 

(I) Atms and Munitions of war. (2) Cement (l}Coal, (4) Electrical 
Equipment — fans, lamps, motors generators transmitters and switch gears . 
(5) Cenerarion of electric power — hydeiand thermal, (o) glass andceramics! 

(7) Heavy chemicals industty— sulphuric acts, caustic soda, foda ash, fertilirers; 

(8) Heavy engineering liidustnes for construction of aircraft, ships, 
locomotives, wagons, auromobilei, agricultural machm r< : (9) Hlrh 
temperatute end high pressure reaction and carbonisation plants (tO) iron and 
steels, (II) Machine tools 1 (12) Manufacture of telephones, telegraph and 
wireless apparatus (13) Marine fisheries; (14) Mineral industries; (iS) 
Non'fertoui metals and alloys industry, (l6) Paper and pulp, (17) Petroleum 
and mineral oils; (’8) Power and Indusirial alcohol, (>9) Pnarmaceutleals 
and drugs ; (20) Preserved and prepared foods, (2l) Rubber manufacture, 
(22) Sctentitic*jn»truments, (23) Sugar (24) Salt: (25) Tanning and 
leather, (26) Textile— Cotton, Woollen, Jute, bilL and rayon (27) Tpbtceo 
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/f 4 Munitions of war, 

^ of hydel power and (m) Manufacture of 
railway wagons, telephones, telegraphs and wireless were to 
be owned and operated by the state. In addition, the 
Government reserved the right to take over or participate in 
any other industry vital to the security or economic well- 
being of the state.” 

5. State Assistance to Industry. — As reg^rds~statitr~assis' 
tance on the positive side, Government would give all reasonable 
help for the establishment and development of private industry. 
Apart from maintaininsr peace and security the Government would 
create conditions in which industry and trade would develop 
and prosper. Mineral resources of the country would be surveyed 
and energetically exploitted. Development of power resources 
would be accorded highest priority. Ports would, be improved 
and measures taken to improve agriculture. Assistance would 
continue to be given for procurement of capital goods, machinery 
and essential raw materials from foreign countries for develop- 
ment of scientific and industrial research and for obtaining 
facilities for technical education and training abroad. An 
industrial Finance Corportation would be established. Attention 
was drawn to the assistance already being given by various 
provinces and states to industry in the provision of factory sites, 
electric power and other facilities. Regarding TariflF Protection 
'it was stated : “ The Government will always he prepared to 
give favourable consideration to claims fora reasonable measure 
of protection for industries established in Pakistan.” Such 
claims would be subjected to examination by a Tariff Board to be 
appointed as and when required. 

Despite its stringent budgetary position the Government 
recognized ” that taxation policy should as far as possible, 
mitigate the hazards to which new industrial projects are likely 
to be subject for some time to come and that reasonaWe 
opportunities and level of profit should be allowed to those who 
take part in the industrial development of the country. 
Attention was drawn to the measures of taxation relief given 

to industry in the Budget for 1948-49^. 

6. policy Regarding Foreign Capital.— Announcement was 
then made regarding the important matter ef foreign capital* 
‘Pakistan would welcome foreign capital seeking investment 
from a purely industrial and economic objective and not 
claiming any special privileges. Participation of 

Pakistan must, however, be ensured, both in the administrative 


(1) These we have taken note of elsewhere- in this chapter. See section 
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an<] technical services manning the industry and traming 
facilities should be provided to Pakis an nitionals by concerns 
that wish to establish themselves in Pakistan Where trading 
facilities rather than establishment of an industry are desired 
by foreign firms, subsidiaries should be registered in Pakistan 
Nationals of Pakistan were ordinarily to be given the option to 
subscribe at least 51% of all classes of share capital and 
debentures m th» specified* industries , regarding the other 
industries, normally the Pakiscin nationals were to be given 
opportunity to subscribe 30% of share capital and debentures 
Foreign investor, s however, could subscribe the balance wicn 
Goverenmenr approval to the extent that indigenous capital 
was not forthcoming Apart from these conditions imposed in 
the interest of safety and wellbeing of the country industries 
financed and controlled bv foreign nationals were assured of 
fairnnd just treatment Further, Government was to allow 
facilities for the remittance of a reasonable proportion of 
profits to the country from which capital was drawn 

7 Creation ol Painnmg Machinery And Indstitulions 
So far the policy To translate this policy into concrete measures 
the Government created certain bodies, institutions and 
departments On February 21, 1948 a Development Board and 
a Planning A Ivisocy Board was created The function of the 
Development Board is to approve and co-ordinate Development 
plans, Central and Provincial, to make recommendations re^ 
garding priorities among such plans and to keep watch on the 
progress of development schemes with the object of removing 
bottlenecks and diffi ulties m the way of uniform progress in 
all fields The Development Board is composed of high officials 
of the Government In order to associate non officials from 
among the industrialists, bankers, business men, merchanrs, 
and other interests, in the matter of planning in an advisory 
Capacity the Government also set up an Advisory Board 
This body consists of offlvtaV, and non-officials Its function is 
" to advise Government generally on matters relating to 
planning and development, to review the progress made m the 
implemenatation of the plans, and to educate the public in re- 
gard to the necessity for various development schemes under- 
taken by the country ’* 

The Development Board and the Planning Advisory Board 
were, in the first instance, a part of the Cabinet Secretariat of 

1 These Indutcries are, cement cotton ipinoinc and weaving mtlb 
fish Canning and fish o Is , generation of electric power other than hydroelectric 
sU<s and ceramlcile , chctvy chemicals and dye scuffs minerals prepared fo^t, 
pQwer alcohol shipbuilding , sugar tanning and leather 
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the Government of Pakistan. In March, 1948 it was decided- to 
establish a separate ministry—the Ministry of Economic Affairs—' 
with the object of co-ordinating planning and the day-to-day 
activities ot the other ministries, especially in the economic 
field. With the establishment of this Ministry the Develop- 
ment I3oard and the Planning Advisory Board became its parts. 


Lately some other bodies have been created which have a 
^ Planning and Development. An Economic Resources 
and Requirements Committee has been constituted, which has 
already made a general survey of the short-term and long-term 
requirements of Pakistan in the field of industry, .communi- 
cation"!, agriculture, hydro-electric power, mines and minerals. 
An Advisory Committee on Technical Education has been 
set up (/]) to keep under review requirements of technical 
personnel for major industries, (b) to advise on ways and means 
of providing technical training to such personnel as may be 
required by different industries, (c) to advise Government on 
schemes for training technicians abroad and (d) to advise Govern- 
ment on such matters regarding training which may be referred 
to it from time to rime. The Government in pursuance of its 
declared industrial policy has assumed responsibility for the 
development of 27 major industries under what is called the 
Development of Industries Federal Control Act of 1949. The 
Department of Supply and Development is charged with the 
task of developing these industries. For seven major indus ries , 
Advisory Committees have already been set up. These Com- 
mittees submit their reports to a Council of Industries which 
has been created recently. The Council of Industries is a non- 
official Advisory Body to which official status has been given 
in the Rules framed under the Industrial Development (Federal 
Control) Act, 1949. Further under the Regulation of Mines 
and Oil-fields and Mineral Development Act of 1918 a new 
department /.e. the Depar'rnent of Mineral Concessions, has 
been established which grants oils and rnineral concisions. 
This function hitherto performed by the Provincial Govern- 
ments has been centralised under the new law. 


For financial assistance to industries an Industrial Finance 
Corporation has been set up with the object of providing 
medium and long-term credit to indu^rial concerns. More 
recently an Industrial Development Corpcation has been 
created under the Industrial Development Corporation Act, 
1950 for running the state-owned industries as they are estap' 

Jished. 
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' 8. Pakistan Gorernment Embarks on Planning. *-ln 

the meantime steps were taken In the direction of planning. 
In its first meeting the Development Board took stock of the 
schemes which had been prepared by the Provinces under the 
directions of the pre-partition Government of India. It was 
realised that utider the new circumstances these schemes needed 
reconsideration and modification. This was so in view of the 
fact tliac the two important provinces of Pakistan, namely 
Punjab and Bengal, had been partitioned. Further in view of 
the changed circumstances it was necessary that greater emphasis 
should be laid upon certain subjects than was done in the past. 
Greater priority, for instance, was to be given the developc 
ment of electric power and port facilities etc. The Develop- 
ment Board, therefore, asked the Provincial Governments -and 
Central Ministries to examine their old schemes especially in 
relation to the following subjects:— 

(it) Production of hydro-electricity and other forms of 
power. 

(b) Maintenance and expansion of communications in- 
cluding ports. 

(c) Exploitation of mineral wealth. 

(d) Reclamation of land especially for the refugees pour- 
ing in from India. 

(e) Establishment of basic and key industries. ‘ 

(/) Training of technical personnel required for industrial 
development. ‘ 

(g) Prevention of disease and improvement of health. 

(K) Large-scale development of fisheries and fish industry. 

In response to this invitation a large number of schemes 
were sent by the Governments concerned to the Secretariat 
of the Board. By the beginning of 1950, according to the 
Secretary of the Board, the Board had considered 202 schemes 
of which it had approved as many as 105. They were estimat- 
ed to cost Rs TOcroresover a period of five ye’ rs. The esti- 
mated expenditure over them during the year 1949-50 alone was 
Rs. 20 crotes. This was to be apart from those schemes which, 
in the case of provinces, the Provincial Governments could meet 
out of their own resources, and in the case of the Centre, were 
regarded a part of the normal departmental activity. 
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The unit'wlse estimates of the cost of the development 
schemes approved by the Board are tabulated below ;~ 


Units. 

in rupees 

Total Cost. 

Cost during 

Cost during 



1948-49 

1949-50 

Centre 

4,58,97,144 

1,51.93.613 

1,66,29,575 

Bnluchlstnn 

1.03,16,471 

47,46.131 

25,12,456 

East Bengal 

... 23,77,18.894 

43.89,777 

6.72,53.346 

Punjab 

... 34.43,59,869 

5.23,27,260 

7.60,85.011 

Sind • 

4.23,83.476 

2,30.09.476 

1,93,74,000 

N.W F,P. 

3,56,79,313 

68,06,600 

90,79,389 

Total 

70,63.55,171 

10.64,67.875 

19,09,35,777 


These schemes cover a wide field of subjects like irrigation 
afiriculture, industry, communications, generation of power, 
health etc. In the table given below their cost is classified 
according to subjects ; 


Heads. 


Total Costs 

Rs. Lakhs. 

Cost during 
1948-49 

Rs. Lakhs. 

Cost during 
1949-50 

Rs. Lakhs. 

Agriculture 


15,98 

20 

3.67 

Broadcasting 

& 


50 

32 

18 

Publicity 

Communication 

• •• 

• •• 

10,08 

3,67 

6,31 

Electricity 

• •• 

20,53 

3,89 

2,86 

Health 

... 

2,83 

60 

1.08 

Industry 

• •• 

2.60 

149 

81 

Irrigation 

• •• 

17,73 

43 

405 

"Veterinary 

... 

28 

4 

12 

•Commerce 

• •• 

1C 

... 

2 

Total 


70,63 

10,64 

I9j09 
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All these schemes were estimated in five years* time to 
increase (a) production of foodgrains by 7 lakhs tons (h) 
itrigatcd area by 28 lakh acres (c) production of electriaty by 
lt76,000 Kw etc In addition to this the construction of the 
Lower Sind Barrage was expected to increase irrigated area by 
28 lakh acres and production of foodgrains by 400,000 tons per 
annum. 

9. Financing Development Plans — As regards the pro- 
cedure of financing the schemes approved by the Development 
Boardj it was described by rbe Secretary of rbc Board thus, "In 
such cases where the schemes are submitted by the provincial 
Governments and are approved by the Development Boardi the 
Ccnteral Government advances loans to the Provincial Govern- 
ments for financing these schemes, and the Proyincial Govern- 
ments are made responsible for carrying out these schemes. In 
such cases where the schemes arc submitted by the Ministries 
of the Central Government and are approved by the Develop- 
ment Board their financing is done out of the central exchequer 
and the schemes are run by one of the Ministries of the Central 
Government. In both cases the Development Board may and 
does recommend that the loan or the grant may be given sub* 
iect to certain conditions which in the opinion of the Board 
would be necessary for the proper implementation of the 
scheme*.’* 

During the two years ending March 1950, the Central 
Government granted loans to the Provincial Governments to 
the total amount of Rs 22.13 crores details of which are given 
below . 

Loans granted m 

Province 194M9 1949-50 

Punjab Rf 5 crorea Rs 5 crorea 

E. Bengal Ra 4 crores Rs 4 21 crotes 

N.W F P Ra 0 52 crores Rs 0 90 eroaes 

Slod Ra 2 SO crorea Nil 

Total Rs 12 OZ CTorea Rs 10 11 crores 

Of the money sanctioned for 1948-49 only Rs. 5J2 crores 
were availed of I e Punjab Rs Seroses and N.W.F.P. Rs. 52 crores 
presumably on acccount of the difficulties of importing the neces- 
sary materials for development. The details regarding the 
actual drawing during 1949-50 arc not yet available. In the 

(1) Progress of Development Schemes. Karachi Comaetec Annual 

Review 195a p 13 
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3 further sum .pf Rs. .8 ..crores has, been 
provided ror giving development loans to the Provinces^ 

In addition to the loans the Central Government also 
makes grants to the provinces. In the budget for 1949-50 the 
Central Government made an outright grant of Rs. 1 crores to 
the Provincial Governments for agricultural development This 
was allotted as under; 


Punjab ; Rs. 25 lakhs ; E. Bengal ,Rs. 32 lakhs; R W. F. P. : 
Rs. 15 lakhs; Sind : Rs 25 lakhs leaving a balance of Rs. 3 lakhs. 

The schemes nn wh’ich this amount is being spent include 
distribution of fertilizers, supply of improved seed; minor irriga- 
tion facilities, development of fisheries and reclamation of land. 
A further provision of Rs. 50 lakhs was made in the budget for 
1950'51 for similar grants to Provincial Governments. The 
unspent balance of the last year’s grants was set apart in a 
special fund to be made available to the provinces for expend' 
iture during the year 1950-51. 


The Central Government derives the funds for such 
expenditure by floating internal loans^.. The total amount sub- 
scribed to Government loans floated by. the Pakistan Govern- 
ment since the partition comes to Rs. 75.91 crores®. This does, 
not include the ad hcc issues of February 1950 the subscription 
to which had already reached Rs. 10 crores when the budget 
for 1950-51 was present’ecj. 


10. - Private Investment in Industry. From the promptness with 
which people subscribed ro Government loans it would appear 
that there is no paucity of capital seeking investment in Pakistan. 
Whv is this capital not coming forth for industrial development? 
Considerable controversy has been going on in this connection. 
The Government spokesmen blame the business community for 
timidity and shyness in providing capital for industries. It is 
alleged that the capitalists prefer quick returns from trade to 
mote delayed" and probably lower profits from industry. The 
spokesmen pf the- business community on the other. hand blame 
the-, Government for not giving proper facilities for investment, 
and for not;creating environments which should encourage long- 
term investments, for the red'tapism of the-, bureaucracy etc. 
Both sides a^re only partly in, the right. The private capitalist 


0 ) 

( 2 ) 

(3) 


Finance Minister’s Budget Speech (1950-51), p. 25. 
.for details sec. chapter on public Finance. 

Central Budget ( 1950 - 51 ), p. 22. 
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carmot be blamed ifi he prefers a quick and high return on 
investments in trade. The Government on the other hand is 
hardly responsible for the general feeling of insecurity and 
uncertainty that has prevailed in the country since its birrh. 
ThingSi however, are bound to improve as the inter Dominion 
tension is relaxed, and abnormally high profits m trade disappear 
with greater competition and caster traje conditions More- 
over, the Muslims have lacked experience of industries and as 
they enter the field they will gather more confidence 

The Government of Pakistan m 1949 appointed a “ Public 
Investment Enquiry Commutce ” in order “to examine the 
present and prospective position of investmeants and toinvcstr 
gate into the causes that have contributed to the lack of 
investment in industries m the country and suggest measures for 
remedying the position in this respect k** This Committee has 
already submitted its report which has not yet been made public 
though it Is being considarcd by the Government. 

To encourage private investment in Industry the Govern 
ment of Pakistan have taken several other steps. Among these 
are : Establishment of Industrial Finance Corporation, Tax Con- 
ccs'ion to industrialists , announcement of Tariff Policy and 
appointment of a Tariff Commission, establishment of a Trading 
Estate at 'Carachi In addition, the Government has established 
an Industrial Development Corporation to order to undertake 
development of certain key industries as Government concerns. 

10 Tlie-In dustrial— Fina ai; e.-Cor p_pcBtioD,-"The idea of 
setting up-of-an -Industrial* FfnarTce"’ Corporation originated in 
19^6 with the then Governmenr of India but it could not be 
implemented until after the partition. The Pakistan Industrial 
Finance Corporation Act of 1949 was passed by the Pakistan 
Parliament in February, 1949. 

The Corporation ha* a share capital of Rs. 3 crores of 
which 51% is subscribed by the Government of Pakistan and 
49^ by private investors The controlling voice in the manage- 
ment is thus of the Government. This is how it should be under 
the conditions prevailing in Pakistan With Government baeV 
Ing, the Corporation would inspire more confidence among the 
investing public. It is felt, however, that full use has not been 
made of the investment potentialities ot the institutional in- 
vestors like the banks, the insurance companies and the co- 
operative societies. They could have been given greater oppor- 
tunities of Investment if a certain percentage of capital had been 
reserved for them as has been done in the case of the Indian 

(0 Budget Speech (I94S-47), p 32, 
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Indusrrial Finance Corporation.* Institutions like Banks, Insur- 
ance Companies and Co'operativc Socities play important roles 
in the financing of industry in industrially advanced countries of 
the world. In a backward country like ours such institutions are 
afraid to take risks unless the Government backing is forth- 
coming. Through the Government aponsored and controlled 
body like the Industral Finance Corporation available funds 
with such institutions could have been directed toward indus' 
trial development. 

Anyway the Corporation has bt?en functioning since July, 
1 949 and has advanced loans to industrialists to the extent 
of Rs. 120.5 lakhs up to the end of February 1951. The 
Corporation has also opened an office at Chittagong to meet the 
requirements of East Pakistan. 

11. Tuxation Relief to Industry. — In order to encourage 
investment in industry the Pakistan Government in para 12 of 
the Industrial Policy announced in April, 1948 gave details of the 
concessions granted to industry. These were also incorporated 
in the budget for 1948-49. These concessions have been 
further liberalised recently and stand in their latest form as 


follows : — 

New Industrial undertakings using power-driven ma- 
chinery and employing more than fifty persons in Pakistan, during 
the first five years beginning with 1948-49 assessment, were ex- 
empt from income tax, super tax and business profit tax on so 
much of their profits os do not exceed five per cent of the 
nnital employed. This concession has been extended by 
(mlhav years in the budget for 1951-52. But the total 

period for concession is restricted to five consecuiive years 
beginning with the year in which the business is set up 

^ A special depreciation allowance twhich is in addition to 

the normal depreciation allowance) is given in the ^ 

the mtc of 15% on buildings erected between 1st April, 1948 and 
3l8t March, 1953 (both dates inclusive) and at 10% on other 

Initial depreciation is allowed at 20% in the ca^ of 
machinery or plant installed where the machinery or plant 

not ““f-ect of pkni and maehinery installed 

onor°f?e?TsTApta. l9fl and before 1st April. 1953 is allowed 
at double the prescribed rates. 


tV' (1) The capital has been 

CompSTS f; C^opewtive Credit Socletie. 10 per cent. 
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An extra depreciation allowance Is given on machinery 
■ and plant to 50Xo( the normal rate for double shift working 
and 100% of the normal rate for triple shift working* 
proportionate to the number of days during which double or 
triple shifts arc worked. 

The concession given in 19-6 in respect of incomes from 
new constructions in the shape of exemptions from tax for two 
years from the date of their completion has been revived for 
buildings whose contructlon commences and completes between 
April U 1951 and March 31. 1953. 

There are provisions in the Income Tax Act for the 
allowance of expenditure on scientific research. 

— - ^”-‘‘-dKing' 

* '. ■ • • ‘ double 

* ' ation. 

• • • . consist 

in the special depreciation allowances on buildings, double 
depreciation allowance in the case of plant and machinery, 
extra depreciation allowance for multiple shifts, provisions 
regarding research expenditure and exemptions on investments, 
and avoidance of double taxation* 

In addition to the tax remissions the Finance Minister 
announced in the budget for 1949<'50 a lowering of import duty 
on machinery from 10% to 5% and remission of the import duties 
on copper and scrap. In the budget for 1950*51 the super tax 
rates for assessees other than companies was readjusted 
to a lower level for the higher incomes. This was done 
because of the general conclusion of the Public Investment 
Enquiry Committee that ** jhe existing level of taxatio n is _ 

high and operates as a deferrent: to capit^ formation and^ 

tJn.V£3tme nt in irid ustry To give impetus to investments in 

I new piiBlic companies floated for the purpose of engaging in 
industrial undertakings the Budget for 1951'52 has provided 
for exemption both from income and super taxes of a portion of 
lan ^nvestoT*s tota\ Vnccfroc eqfaa\ to 4 oi tVic amount 
Unvested by him in share capital of a company approved by the 
central government but not exceeding l/lOth of the tax payable 
jby him on the total Income. 

The concessions given to industry by the Pakistan 
Government are fairly generous and should go a long way to 
pncoqragc private Investment in industry. It will, however, 
take some time before the Pakistan cipitalists become really 
jndustry-ralndcd. In the meantime the Government has 
decided to take Initiative in this field. 


d) 6ucle«t Speech I950'Sl.p,?8. 
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rP* Thus spoke 

f ^ while presenting the budget 

tor iyoU'5I ; While private enterprise has come forward in 
some measure to develop certain industries it has not shown 
that enthusiasm and interest for other industries which require 
large blocks of capital, considerable technical skill and 
extensive managerial experience and are of vital concern to 
Pakistan. ^ Private enterprise is not able, unaided, to undertake 
these projects Such was the raison d' ecre of the establishment . 

» of the Industrial Development Corporation. An Act to 
establish such a Corporation was passed by the Pakistan Parlia- 1 - 
' mcnt in 1950. This Corporation has been charged, in the first 
instance, with the development six key industries of Pakistan C 
viz. jute, paper, heavy engineering, shipbuilding, heavy chemicals L 
and fertilizers. The preliminaries for setting up the corporation 
are over and it supposed to begin functioning soon. 7;' 

This step of the Government is welcome. It is a really pt 
positive measure towards the industrialisation of the country. ’ - 
The Corporation will develop basic industries which as the 1' 
Finance Minister pointed our are not likely to attract private 
enterprise on account of tlie huge capital investments involved. 
Morec ver, these industries will serve as models and guides for 
the establishment of private industrial units. They will attract 
-capital (which- is not very enterprising in this country) because 
the credit of the Government, will inspire confidence among 
the investing classes. The products of these industries are very 
essential for our development needs and will promote further 
productive activity in many fields. In addition these industries 
will utilise our own raw materials, will train technical skill, 
expand employment and relieve the pressure on our foreign 
exchange resJurces. Industriel development is a Cumulative 
process. The initial push given by the Government to this 
process will have far-reaching consequences on the pace of our 
development. 

' 13. The Karachi Industrial TradingEstate Another 
important step '■oF""the-"*GuVeTnmefit whtCfTirTull of great 
potentialities for ir.dustiial development is the establishment of 
the Karachi Industrial Trading Estate. 

It was before partition that the Sind Goverhment planned 
to establish three Trading Estates to be located respectively at 
Karachi, Hyderabad and Sukkur. They, were expected .-tocosc, 

Rs. 1.25 crores. 


(I) Budget Speech (1950-51), p 26 . 
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The Estate at Karachi was to be given the first priority. 
In May 1947 the Government of Sind sanctioned Rs. 25 lakhs 
for an Industrial Trading Estate to be • established in the 
Trans-Lyari area, north-west of Karachi/ The idea was to 
provide basic facilities for factory buildingr level ground, 
transport, power, water etc. to industrialists.' Soon after 
partition the Sind Government floated a company which was 
registered on 29th of Mov. 1947 Construction work had 
already begun in September of the same year when the 
foundation stone of the Vallka Textile Mill was laid by the 
Qald'i'Azam. Since the separation of Karachi from the pro- 
vince of Sind the Estate has passed under the jurisdiction of 
the Government of Pakistan. The admini^ration of the Estate 
is vested i n a p ublic n. 

^nommafcH by t he G 

- lines J5ut un^er Government 

According to the plan the area of about 22,000 acres 
comprising the Estate will be served with rail» road, water* : 
electricity and drainage. The area is divided into eight zones 
earmarked for specific groups of industries as follows : 

(1) Textile. (2) Foodsuffs (5) Abnoxious trades. (4) General f 
Trades. (5) Engineering works. (6) Chemical Industries. (7)Medi- ‘ 
cine Manufactures. (8) Cigarettes and Tobacco manufactures. . 

The idea is to concentrate similar industries in separate 
tones. Standard buildings of reinforced concrete are to be 
erected. There will be office accommodation in them to be 
leased out at nominal rates 

In the centre there will be an administrative block of 
buildings housing the management of the Estate. There will 
also be provision for a bank, a dispensary, post and telegraphs 
office, Police Post, Fire Brigade, Restaurant and accommodation 
for holding meetings etc. There will also be a certain amount 
cf accommodation for labour in the form of quarters providing 
two rooms and a verandah per family. These quarters will be 
scientifically designed to give maximum ligne and fresh air. 

It Is estimated that the estate will provide housing for 15,000 
labourers. There will also be a large number of godowns for 
the use of factory owners. 

By now quite a number of factories have already been 
cons^tructed and others are under construction. Further, 4i 
milea of ratiuay line has been completed, a post offi.e has been 
telephones have been imtalled and miles of 
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water distributive system has been completed. The scheme 
when completed will supply five million gallons of water a day. 

It is beyond doubt that establishment of such trading 
estates can greatly help the process of industrialisation in 
Pakistan. In this way many of the initial difficulties facing 
new industrialists can be obviated. The acquisition of land, 
construction of buildings, and getting the essentials like water, 
electricity and transport involve considerable expense and in- 
convenience if acquired by individual industrialists. Under 
the trading estate systems they are made available at reasonable 
rates and without the delays and inconveniences involved 
through official red-tapism. Such estates should be established 
all over Paeistan at cortvenient centres keeping in view the 
availability of industrial raw materials, transport and marketing 
facilities and other economic and strategic factors, Hyderabad 
and Sukkur were chosen by the Sind Government even before 
partition. It is hoped that their plans will be pursued and other 
centres can be found in the Punjab like Lyallpur, Wazirabad, 
Gujrat, Sialkot, Jhang, Rawalpindi etc. Possibility of selecting 
suitable sites in the other provinces should also be investigated. 
Each provincial Government may be asked to appoint a 
Committee to go into this matter and report regarding the 
localities to be selected for this purpose. Such Committees, 
should be composed of business men, industrialists, Government 
officials and technical experts as members. 

14, Tarriff Policy of the Government. In spite of these 
facilities and concessions granted to Pakistan industries foreign 
competition may not allow them to take root unless the 
Government is willing to cover the initial disadvantages of 
home industries by a suitable tariff policy. Tariff protection has 
played a leading part in the development of industries in almost 
all the industrially developed countries in Europe and also in 
America. Among the Asiatic nations Japan built her industry 
through protection and India also achieved a great measure of 
success in industrialisation through protective tariffs imposed 
duriug the inter-war period. Her iron and steel industry, 
cotton taxtile industry and sugar are cla^slc examples of 
development through protection, 
f The Pakistan Government has aheady announced their 
I intention of grantiHij tariff protection to deserving industries 
and have appointed a Tariff Commission u nder the chairman- 
ship of Dr. Nazir Ahmad. The Commission has already . com- 
pleted preliminery investigation into the cases for the protection 
of certain industries. The recommendations of the conimission 
are under the consideration of the Oovernmenft 
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Announcing their “Import and Export Policy Relating to 
Industry including Tariff Protection “ the Government of 
Pakistan, Ministry of Industries, stated as follows : — 

“Tariffs are not crutches for permanently infirm 
industries. Leaving aside the excepironal case of an industry 
which is established for extra-commercial reasons, such as 
national security, the assumption njade by any Government 
when it grants protection to a new industry should be that 
having regard to ^ material advantages the industry is likely 
to be able to dispense with the necessity of protection 
within the reasonable period and during the period of 
assistance the cost to the consumer or to the state will 
not be excessive. Government has not only to consider 
the consumer and the general tax payer but also the interest of 
other industries concerned which use protected articles. In 
this last case the effects of the injudicious assistance may well 
spread beyond the industry immediately concerned. Even when 
satisfied that the industry has a chance to stand on its own 
feet in due course, Government wil) still require to be con* 
venced that the industry claiming protection is being cstblish- 
ed on sound lines and will be conducted with reasonable 
efficiency f and any tariff commission which is established 
will certainly be required not only to say what assistance, if any, 
should be given to an industry but also to determine what 
should be required of that industry to secure production at 
the most economical cost and to keep under review the progress 
made In implementing its rccommenditions in this regard. In 
was with such considerations in mind that the Government of 
Pakistan promised ** reasonable “ measure of protection 

The above statement purports to be an elaboration of the 
words “ reasonable measure of protection “ promised by the 
Pakistan Government to industries in their Industrial Policy 
announced in April, 1948. According to this interpretation of 
“ reasonable *’ the Tariff Commission must satisfy itself : 

(a) that having regard to material advantages the Industry 
will be able to dispense with protection within o reasonable 
period of time ; 

(b) that during that period of assistance the cost to the 
consumer and the state will not be cJtcesslve ; 

(c) that assistance to the industry concerned does not 
have adverse consequences on other industries which use the 
protected article ; 


(I) Impors and Export PoUcf etc.: GovemmeoeofPxkltttn, Mlnlttryof 
Industtlet. pp. 1 tnd 2. 


292 


ECONOMICS OF PAKISTAN 


(dhthzt the industry claiming protection is being 
established on sound lines and will be conducted with reason- 
able efficiency in the sense understood by the Commission and 
in fact enforced under the supervision of the Commission. 
This is discriminating protection with a vengeance. 

It vvill be recalled that the Indian Fiscal Commission had 
drawn a similar formula for the guidance of the Tariff Board. 
That formula was : 

(i) The industry to be protected must possess natural 
advantages, such as plenty of raw material} cheap power, suffi- 
cient labour and a larre home market. 

(f/) The industry must be one, which, without the help of 
protection, is either not likely to develop at all or not rapidly 
enough to serve the interests of the country. 

(t’z'i) The industry must be one which will eventually be 
able to face world competition without protection. 

The formula was not to be applied in the case of industries 
essential for national defence ; those faced with foreign dump- 
ing or bounty fed imports. The formula of the Pakistan Gov- 
ernment makes exception only for industries essential for 
national security and leaves those faced with foreign dumping 
or bounty fed competition to their fate. Condition (a) of the 
Pakistan Government’s formula cover (i) and (i/i) of the Fiscal 
Commission’s formula. Condition 0‘i) of the Fiscal Commis- 
sion’s formula appears to be meaningless. The very fact that an 
industry has not developed without protection shows that it 
needs protection to develop- In fact these conditions were 
widely criticised as vague and either impossible to fulfil or 
superfluous. In fact the Tariff Board rarely observed them 
strictly otherwise, probably, no industry would have qualified for 
protection. 

The Pakistan Government has offered conditions still more 
difficult to satisfy ; in fact, very difficult to determine. The task 
of the Tariff Commission is likely to be a very tough one. In 
addition to the condition suggested by the Fiscal Commission 
the Pakistan Government has put further difficuties in the way 
of acquiring assistance on the part of nascent industries. It will 
for instance, be very difficult to define such qualifying phrases 
aa “ reasonable period of time”, " excessive cost to consumers 
and the State”, “ sound lines,” " rrasonable efficiency ”, etc. 

Pakistan has to start from scratch so far as her industrial 
development is concerned. People are already over-cautious in 
embarking upon industrial enterprises. What is necessary is 
a bold policy of all-out help to industry. The consumer, the 
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state and industries using products of protected industries if 
any, will have to make sacrifices How long and to what extent 
It IS not possible to determine beforehand evpn by an expert 
body like a Tariff Commission If the Commission is competent 
enough to apply the very vague conditions laid down by the 
Government, it is competent enough to judge the cases of 
industries according to the standards evolved out of its own 
experience. Xhe Commission should be appointed with care 
and given a long tenure and should then be fully trusted. Each 
case should be considered on its own merits according to the 
needs and the circumstances of individual industries If the 
Commission subsequently finds chat issistance given to particular 
industries has been based on an error or is being misused it can 
recommend its withdrawal. It should be taken for granted 
that no protection can be awarded to an industry without in* 
volving sacrifice by some party or the other The question is 
whether the sacrifice is economically justified 7 This only 
experience can show and cannot be determined beforehand. 
Moreover, in assessing the value of protection broader and long 
period advantages of industrialization not only in the economic 
but also in the social and political fields, must be given due 
weight 

15. Importance of Technical Assistance. Even if the 
country has capital resources, can purchase equipment m the 
form of machinery and stores necessary for setting up of fac- 
tories, and the Government is willing to afford initial facilities 
and protection against foreign competition, industrial growth 
may be negligible due to the absence of what is called “know 
how”. Workable plans have to be chalked our, and they have 
to be implemented with the least expenditure of resources. 
Technical personnel is required for advice, guidance and even 
for operation in Initial stages In any undeveloped country like 
Pakistan the lack of such personnel is one of the mam bottle* 
necks which has to be overcome For this purpose help from 
more advanced countries is indispensable if relatively quick 
results have to be obtained. 

Happily the need for such assistance to under-developed 
countries is being realised on an international scale Efforts ate 
being made under the auspices of theUnited Nations to promote 
the flow of technical knowledge and technical skill from the 
more developed countries to the under^developed countries 
The United States of America is showing a very keen interest 
in this matter under what is called ** Point Four Programme.” 
Arrangements for technical assistance have also been made 
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un^er the Years Plan for the Economic Development of 
oouth and South'’East Asian countries, as we shall see. 

'^'vj Role of the U. N. O. Technical assistance pro- 

gramme of the United Nations is being implemented through 
me various specialised agencies like the International Labour 
Organization, Food and Agricultural Organization, International 
Civil Aviation Organization, International Monetary Fund, In- 
ternational Bank for Reconstruction and Development, Inter- 
national Telecommunication Organization and the World Health 
Otganization. This programme among other things includes: Send- 
ing of expert missions to under-developed countries for carrying 
out economic surveys, provision of individual experts to mem- 
bers of the United Nations to advise on such matters as 
fiscal administration, improvement of statistics, provision of 
Advisory Welfare Services including fellowship programmes for 
the' training of experts in social welfare work or furnishing 
such experts to requesting Governments. Arrangements are 
made through holding conferences and issuing publications for 


^making available to the world the most up-to-date experience 
and knowledge in such fields as housing, town planning, child 
^elfare and other matters of economic and social development. 

x \ 17, Point Four Programme of the U.S.A, In his inaugu- 

ral address to the American nation after having been elected 
President, Mr. Truman chalked out four major courses of policy 
which his administration meant to carry out in the ensuing 
years. The fourth course or the point of this address promis- 
ed technical assistance to under-developed countries and the 
programme related to it has come to be known as the “Point 
Four Programme.” Said the President. “ We must embark 
on a bold, new programme for making the benefits of our scien- 
tific advance and industrial progress available for the improve- 
ment and growth of under-developed areas. Our aim should 
be to help the free peoples of the world, through their own 
efforts to produce more food, more clothing, more materials for 
housing and more mechanical power to lighten their burdens.” 


This programme, it has been emphasized by American 
authoritative sources, does not involve industrialisation of other 
countries on the part of the United States, nor does it involve 
direct financial help to such countries, nor does it aim at the 
economic domination of the less fortunate areas. The aim of 
the programme is to provide technical, not financial, assistance. 
It is primarily a programme of self-help. The countries are to 
be assisted in their own efforts in the way of development of 
their natural, human and capital resources. 
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According to the United States Information Services^ 
specific areas where widespread improvement of technique would 
be expected to contribute tiberallv to the productivity of 
these resources include the following: — 

(a) Natural resources ; soil conservation ; plant and animal 
husbandry, forest and fisheries management ; water control and 
use, including water supply irrigation and reclamation water- 
ways and power development ; mining and fuel. 

(b) Human resources : health including sanitation and 
nutrition, welfare, including social services and social insurance; 
education particularly fundamental, rural and vocational; man- 
power training and utilization. 

(c) Capital resources t Industrial lechnology, facilities and 
equipment, organization ; of business and finances, housing ; 
transportation marketing and distribution. 

16. Pakistan’s Attitude to Technical Assistance. It 
will be seen that in most of these respects Pakistan will require 
technical assistance To implement this programme legislation 
is under consideration by the United States Congress and a sum 
of about Ks. 50 million dollars is being asked for. In the words 
of the Asstscanc Secretary of State of the United States this 
legislation contains the authorisation of a substantial sum for 
technical assistance to Pakistan.” 

Ic should be appreciated that this assistance to the under- 
developed countries is not provided in any spirit of charity by 
the United States or the United Nations. Behind this offer 
are cogent political end uconomic reasons. Economically now 
K is widely realised that economic development of backward 
countries, far from affecting adversely the volume of trade and 
living standards in more advanced countries, is in fact the only 
method by which more highly developed countries can maintain 
and increase their living standards indefinitely. Unequal 
economic development of the world is a source of economic 
instability and insecurity. Politically, m the context of the 
clashing rival ideologies^ struggling far dominance as they are 
today, a depressed and discontented mass of humanity Is 
the most fertile soil for the growth of ideas which seek 
completely to destroy the present social and economic structure 
In their respective countries. By promoting economic deve- 
lopment in teckward countries the industrially advanced coun- 
tries will gain i firstly* on account of the expanding demand for 
their product which is bound to arise as the purcha*ing power 

(I) See Kirachl Cammercei_Ann«a!-R»:view-i93tCp|j6l!Z^ 
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of the hitherto indigent masses increase ; and secondly, because 
a more prosperous people will have greater resistance agaS 

economy 

stability m their respective countries. They will resist all at- 
tacks against the existing system because they will feel they have 
a stake in it. ’ 


There is nothing wrong in both these motives. If a more 
prosperous and equitable system of society can be evolved with- 
out changing the present structure of institutions and values it 
should be regarded as a commendable effort by all sensible and 
progressive peoples. Pakistan must take full advantage of such 
an offer. Care, however^ will have to be taken that the help 
accepted in no way affects the sovereignty and integrity of the 
countries which accept such help. 


19. Pakistans Demand’s for Technical Assistance. 
Pakistan has already received technical assistance from foreign 
countries in certain matters and in others requests have been 
made for assistance. 


With respect to paper projects consulting 6rms from 
Canada and Sweden were invited to advise the Government and 
their reports are under consideration. A mission consisting of 
representatives of two firms, one in the United Kingdom and 
the other in the United States, visited Pakistan in August, 1949 
to advise regarding erection of a 100, OOO-ton ammonium sulphate 
plant for the production of fertilizers. A Belgian firm has also 
offered its assistance in the same connection. The reports of 
these advisers have been referred to a special officer appointed 
by the Pakistan Government’s to examine them throughly and 
to evolve a co-ordinated scheme for setting up the fertilizer 
plant. — A tin and tube project has been surveyed by a United 
States firm while a group ot fourteen U.S. experts have surveyed 
a steel project. For the hydro-electric project the expert advice 
of Sir Henry Howard has been sought, and for irrigation 
projects an expert from the United States Bureau of Reclama- 
tion was being made available by the State Dgpattment of the 
Interior. Dr. Crookshank, a British expert, heads the Geologi- 
cal Survey Department of Pakistan. 

Pakistan further requested the United Nations to send 
a small group of experts to make a critical appraisal or the 
development plans already prepared or under preparation. 
Arrangements are also being made for a team ot experts to 
advise on establishment of a pharmaceutical industry. Negotia- 
fion? are afoot with certairi firms m Belgium and England, 
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Another team of experts is being requested for advice on ship 
repairs and shipbuilding. 

Another method of obtaining technical assistance is in 
the form of facilities for training of Pakistan nationals Such 
facilities are being asked through the United Nations in the 
field ’ ’ ’ 1 » . t bridge 

and navigation! 

hydr * ufaccure of 

steel products and machinery manufacturing of consumption 
goods such as textiles, sugar, leather. Fellowships will be created 
for these purposes and where the awards for fellowships cannot 
be provided by United Nations funds, the Pakistan Government 
would bear the cost. United Nations* assistance is asked chiefly 
In the matter of placing these fellows in those countries where 
relevant training facilities are available. 

The purpose of some of the above-mentioned fellowships 
will be to study basic research work abroad with a view to 
establishing in Pakistan of “ analytical laboratories and test 
houses *’ and of scientific and industrial research organizations. 
The Government further envisages the establishment of train' 
ing centres In Pakistan ; for instance, a training centre on irriga- 
tion in Lyallpur, on public health in Lahore and/or Karachi, on 
veterinary research in Lahore and/or Peshawar have already 
been suggested. The Food and Agriculture Organisation of the 
United Nations has been approached on this matter. 

The United Nations Organisation is also being approached 
to arrange for the engagement of experts m various fields— five 
experts are urgently wanted to advise on railway accounting and 
administration ; experts are also wanted for experiments in the 
manufacture of telecommunications equipment and in training 
oflicials m the postal and telegraph services The Government 
further wishes to engage technician, in fields ranging from pre*- 
Tiutvitiwn, fcVvetV'as, cei-iTTkita 

during the next two or three years. A list containing 28 jobs in 
various fields has been submitted to the U.N.O. for assistance. 
Requests have also been made for one or two first class geologists 
and tor an expert on cottage industries and another on water* 
logging. UNO. will serve as an intermediary in the proper 
channeling of these and other demands which fall within the 
subs'^antive fields of such specialised ag»ncics as theFAO; 

1 L O, U N E S C O , and W H O. 

20. Technical Training Facilities in Pakistan. So far 
technical assistance from outside. Technical training facilities 
pi a rather elementary kind arc also being provided within 
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Pakistan itself. The primary aim of these was to absorb into the 
economy or the country army ex-servicemen. Such facilities, 
however, are now also extended to civilians. The training 
scheme of the Department of Resettlement and Employment, 
Ministry of Law and Labour, Government of Pakistan, has been 
converted into a training'cum-production scheme in which up 
to 50/O of the seats are available for civilians. Under this 
scheme training is provided in vocations like woodwork and 
metal trades for a period of one year. After a few months’ 
training students arc encouraged to produce articles of utility— 
C‘g,, furniture, utensils, machines, machine parts, electrical equip- 
ment, soap, shoes, leather goods, handloom cloth etc. During 
the second phase of the training a bonus in the form of 25% of 
the profits in the articles produced is given to the students. 

The scheme, also trains technicians who wish to learn skill 
for employment in large'scale industries. Mainly, the technical 
skill is imparted on cottage industries level, though in an emet' 
gency these technicians can be employed on certain kinds of 
jobs in large-scale industries. These facilities, however, are not 
adequate for the needs of large-scale industrialisation. 

The training centres under this scheme are located as 
follows : N.E D. Engineering College at Karachi ; Training Cen- 
tre for the War Disabled, Moghalpura ; "Vocational Training 
Centre, Sialkote Cantt. ; Dyanand Technical Institute, Lahore ; 
Technical Tiaining Centre, Peshawar ; Technical Training Cen- 
tre, Dacca ; and Mission Industrial School, Faridpur (East Bengal). 

The scheme has already proved, to be not only self support- 
ing but also profitable to the Government. 

21. Small Scale Industry. So far we have confined our 
attention to what has been done as regards large scale industry. 
A few words may be said about the small scale and cottage in- 
dustry also. The Government has taken various measures to 
help and encourage the small scale as against the factory 
industry. The cottage and small scale industries in fact are a 
responsibility of the Provincial Governments. The Central Gov- 
ernment has, however, not entirely neglected this type of indus- 
try. The Central Government appointed a Committee to study 
the problems and to draw up a scheme for the developmerit of 
small scale and cottage industries in th ' areas administered by 
the centre. The recommendations of this Committee are being 
implemented. Further, the Government has started a “ cottage 
industries scheme ” with a view to overcome the difficulties m 
obtaining suitable and standard raw materials, absence or 



INDUSTRIAL PLANS AND POLICIES 


299 


Standardisation and marketing facilities, lack of publicity, lack of 
proper organisation and to improve designs and methods of 
production. This scheme can serve as a model for provinces 
and states. This scheme according to the Pakistan’s Minister 
for Industries “ envisages the establishment of sales and dis' 
play centres at Karachi, Chittagong, London, New Yark and 
also in the provinces and the stares.”' Show rooms arc also 
being opened in our deplomatic offices in Turkey, Iran, Austra- 
lia, Indonesia, Colombo etc. Show rooms have been secured in 
ueading hotels and air ports There is a show room in the 
^ational^ Museum at Karachi. It is also proposed to open 
sale ^and supply 'depots aT Karachi, Peshawar and Quetta. 

nJ** Patronise Pakista n products” campaign is being vigo- 
rously pursued for vvlTirfr"ctR5tnas and radios arc being fully 
utilised. The Post and Telegraph Department will also assist 
in this campaign by issuing special 3 P’s stamps and by defacing 
stamps by appropriate slogans. The Government of Pakistan- 
have decided to give as much preference to home made 
products as they can under the present circumstances. It is 
proposed to set up an Industrial Home for women at Karachi. 
The Budget for 1950-51 has allocated Rs. 5 lakhs for the in- 
dustrial development of tribal areas of N.-W. F.P. Industrial 
units will be set up ” at Kurrum for metal, wood and Masrl 
work ; in North Waziristan for metal work and Bee-keeping ; 
in South Waziristan for wood works and metal work { at Mala- 
kand, wood work and apiary and at Khyber for the revival of 
marble quarrying-”. : 

The Government is proposing to send an Industrial j 
Mission to Japan. This Mission in addition to the representa- 
tives of the Central and Provincial Governments, will include 
8 boys from the artisan classes. These boys will stay on for 
six months while the Mission will come back after a month. 
They will study intensively the relevant branches of Japanese 
Cottage Industry. The mission will also explore the possibili- 
ty of bringing technical and industrial instructors from Japan. 

The Pakistan Minister for Industries in his address to the 
Council of Industries revealed that the Government has under 
contemplation a scheme to organise handloora Production on 
a more screntihe and rational basis. Under it a number of or- 

(1) Hon*ble Ch. Nazir Abmad, Minister for Industries In HI* address be- 
fore the 2nd Meeting of the ^uncll of Industries on 9th November 1950, 
p.13. 

(2) Indasctles Ministers’ Speech op de p. 14. 
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panisations will^ be established in important handloom centres. 
These orpanizations> if the scheme is approved) will consist of 
three separate sections : — 

(a) Manufacturing — including provision of raw materials, 
dyeing of yarn and finished articles and fabric designs ; 

ih) Finishing and calendaring of handloom products and 

(c) Their marketing. 

These centres are expected to solve many of the difficuF 
ties that usually face the small scale weavers. The co-operative 
principle should be fully utilised in this connection as has also 
been suggested by the Minister of Industries. 

Another method of helping small scale industries is the 
holding of exhibitions where there products can be publicised. 
Three major exhibitions have already been held at Karachi for 
this purpose. Three more have been held in other parts of 
Palcistan during a period of one year. The Ministry of Indus- 
tries proposes to have permanent exhibitions set up to display 
the products of indegenous industry. The Ministry also pro- 
poses to arrange for an annual demonstration train for the same 
object. 

As regards financial assistance to the small artisan the 
Ministry of Industries have put up certain legislative proposals 
which are under examination at the moment and are likely to 
be implemented during the financial year 1951-52. The work- 
ing of the Industrial finance. Corporation has revealed a certain 
amount of regidity in its operations The possibility is “being 
considered of amending the Act to make the Corporation more 
helpful to the small industrialist. 

All these steps are in the right direction because, as we have, 
already noted, small scale and cottage industries will play a 
very important part in our economic life for a long time to 
come. This sector of our economy deserves special attention 
of the Government not only because it is already giving employ* 
ment to the largest number of workers after agriculture, bur 
also because these workers suffer from serious limitations and 
disabilities due to their meagre financial resources, unorganised 
character and general ignorance and illiteracy prevailing among 
them. Moreover, the migration of the non-Muslim financiers, 
traders and middlemen have left them entirely resourceless 
and helpless. The rehabilitation of the small scale and cottage 
worker, therefore, should form an integral part ofour riatibnal 

(1) Industries Minister’s Speech op cit p. 15i- - ^ 
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plan of ccohomic development. Haphazard and unco-oadlnated 
steps will not produce significant and permanent results. ' 

22 Planning- in Colfaboration. So far we - have 
reviewed the plans and schemes of the Pakistan Government 
which wlere drawn in isolation with a view to developing our 
national resource's . In fact these scheme could not even be 
called a national plan. They were mostly ad hoc proposals 
of the provincial Governments and the Central Ministries 
which the Development Board co-ordinated and approved 

Early in 1950 a new development took place. A conference 
of Commonwealth Foreign Ministers was held at Colomlx) 
(Ceylon) on which among other things it was generally agreed 
“ that the problem of South and South East Asia was essentially 
economic and called for urgent measures to raise the standard 
of living of the people of the area.” 

Another Conference at Sidney (Australia) in May, 1950, 
considered the ways and means of implementing the recom- 
mendations of the previous Conference. Accordingly the 
Commonwealth countries and ocher Governments in the South 
and South East Asian region were asked to draw up their 
respective plans for a period of six years. 

It was further agreed at Sidney to launch a scheme of 
technical a-sistance costing £ 8 million. Since the most im-* 
portant difficulty in the way of economic development of this 
region had been the lack of technical education and skill. 

In July, I95d another conference of representatives of the 
countries concerned drew up a detailed scheme of technical 
assistance. A constitution for a Council of Technical Assistance 
was drawn up and it was agreed that the scheme should ’ in- 
'elude training of personnel from under*developed countrieS| 
the loan of experts, instructors and advisory missions by the 
highly developed countries to assist in planning development, 
and reconstruction in Scientific research, agricultural, industrial 
and other productive activities and lastly, the provision of 
equipment required for training of technical experts in the 
region. 

In accordance with the decisions of the Colombo' Con- 
ference the various Commonwc'***h 
South East Asfa drew up their j,*'- 'x i.' 

plans were examined by the Co , '■! C .• 

mittce.. in London in September, 1950. The report of this 
Gommittcc- known as the. Colombo. Plan -for Co-opcrati/e 
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Economic Development in South and South East Asia gives the 
details of this programme. 

23. South East Asia Development Plan. This plan is the 
co-ordinated result of the programmes submitted by Pakistan, 
India. Ceylon, the Federated Malaya, Singapore, North Borneo, 
Sarwak and Brunei. 

'The total public investment will amount to £ 1868 millions 
which will be distributed as under : — 


millions £’s 



India 

Pakistan Geylon 

Malaya 

Total 

Agriculture 

456 

88 

38 

etc. 

13 

595 

Transport 

527 

57 

22 

21 

627 

Fuel and Power 

43 

51 

8 

20 

122 

Industry and Mining 

135 

53 

6 

• • • 

194 

Social capital 

218 

31 

28 

53 

330 

Total 

1379 

280 

102 

107 

1868 


In terms of percentage expenditure under each head of 
the total expenditure the above table may be reproduced as 
below ; 


Percent of total 



India 

Pakistan 

Ceylon 

Malaya 

Total 





etc 


Agriculture 

33 

32 

37 

12 

32 

Transport 

38 

20 

22 

20 

33 

Fuel and Power 

3 

18 

8 

19 

7 

Industry & Mining 

10 

19 

6 

• • * 

11 

Social Capital 

16 

11 

27 

49 

17 

Total 

100 

100 

100 

100 

100 

Country wise% share 

73 

15 

6 

6 

100 


It will be seen that the main programme concerns India 
which will spend almost three quarters of the total funds. 
Pakistan comes next with less than one seventh and the remanin- 
ing are astogether just over one tenth of the total expenditure. 


As regards the main heads of expenditure for the over 
all programme transport receives the highest priority mainly 
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because India has given it the 6rst place in her plan. This is 
closely followed by agriculture. For Pakistan and Caylon agri- 
culture heads the list. Pakistan has given special importance 
to the development of her power resources. Similarly her ex- 
penditure on Industry and mining is also relatively higher than 
India. India has rightly spent higher amounts on transport 
because of the vast distances of the country. For social develop* 
ment Malaya and Br. Borneo heads the list'. Each country has 
neturally emphasised particular developments according tp 
its own needs. 

In terms of results the following increases are expected 
afer the plans have been duly implemented. 

(a) An Increase of 13 million acres (3i%) in land under 
cultivation. 

(b) An increase of 6 million tons (10%) in the production 
of food grains. 

(c) An increase of 1.1 million killowatts (67%) in electricity 
generating capacity. 

The plan estimates that the total expenditure will be 
financed to the tune of £ 1030 million from domestic Capital 
resouries and the balance of £ 838 million from foreign borrow- 
ing, This:- 

roilHon £s 



India 

Pakistan Ceylon Malaya 
etc. 

Total 

Total expenditure 

1,379 

280 

102 

107 

1,868 

Domestic capital 

772 

151 

61 

46 

1,030 

Foreign borrowing 

607 

129 

41 

61 

838 

Pecrent from foreign 
borowing 

44% 

46% 

40 

57 

45 


Thus about 45% of the total expenditure will have to be 
supplied by countries ocher than the regions concerned. This 
is necessary because of the low saving capacity of the poverty 
stricken people of this area. 

The Government of each country, however, will try to 
meet as much of the cost as possible. A good deal of develop* 
ment is already under way and the programme includes many 
projects in which work has already been started. It is proposed 
lo speed up the rate of development. 
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. The gteatest deficiencies of the countries ' ar6 - in trained 
-men and capital goods. In 1949 their were, about 3,000 uni- 
versities, technical training colleges and trade schools in this 
-region. These turned out 158,000 trained men a year. By 1953 
.it is hoped to increase the number of institutions to 3,670 and 
the out put of trained men to 200,000 a year. 

The Commonwealth countries have already agreed to 
contribute upto £ 8 million over the next three years to meet 
the needs of technical assistance. ‘ : ' 

.The cost of essential imports could be met from the 
followings ources ‘ . 

(/) From their sterling balances, their main stay of external 
capital. India, Pakistan and Ceylon expect to dra\y further on 
these funds to a total of £.2^6 million over the next six years. 

(li) From private investment. 

(Hi) From loans by private investors fioated in London and 
other important financial centres to Governments in the area. 

(iv) From loans from the International Bank for Recons- 
truction and Development. , , > , 

'' (v) From grants and loans from other Governments. 

24. Pakistan’s Six Years Plan. The plan that the 
Pakistan Government submitted to the Consultative Committee 
will cost as already noted £ 280 o r Rs. 260 crores which will 
be spent for- the development of the various sectors of our 
economy thus ; - 

Agriculture Rs. 82 crores. 

Transport and communications Rs.5L3 crores (Railways Rs. 20 
croresj ports Rs. 14 crores, roads', Rs. 10 crorefs, tele-communica- 
tions Rs. 9 crores). 

Fuel and power Rs. 47 crores. 

Industry and mining, Rs. 49 crorers. 

Social capitrd (education, health, housing, Karachi water 
supply) Rs. 20 crores. 

^Training overstas and setting up of polytechnics, laboratories 
etc. Rs. 9 crores. 

Agricttltitre . The Rs. 82 crores allotted to agriculture wdl be 
spent as follows ; , . . 
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Irrigation (excluding multipurpose projects Rs. crores 
like Warsak). 23.5 

Land settlement. 16.0 

Subsidisation of fertilizers and manures. 9.2 

Improved varieties of seeds. 10.0 

Mechanisation. 8.0 

Anti-waterlogging measures. 12.4 

Development of Animal Husbandry. 2.0 

Development of fisheries. 1.0 

Miscellaneous. 0.3 


The targets of production under the Agricultural plan have 
been fixed as under : 



The increase in the production of other agricultural com- 
modities e g. vvooli hides and skins, forest products, milk pro- 
duces and fodder is estimated at about 550 lakh tons. Out of 
this ^80 lakh tons represent fodder, 50 lakh tuns forest pro- 
ducts and 13 lakh tons milk products. 

Fuel and Pou/er. The hydro-electric power potential in 
•Pakistan is 50 to 60 lakh K. W. against which the present in- 
stalled capacity is 9,600 K. W. Thermal stations provide an- 
other 59,500 K.W. Tnis rcprescn*sa very small per capita 
consumption. It is proposed to build new stations capable of 
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generating an additional 200,000 K. W. of hydro electric power 
and about 56»000 K. W. of thermal power at a cost of Rs. 45 
crores. 

This will supply the power needed for the extensive new 
pumping and irregation projects contemplated in the plan, for 
the running of the jute and cotton factories to be set up and 
machinery which will be used in modernising the mines. 

Following a survey by professional consultants the Govern- 
ment is taking measures to increase the out'put of coal. Work- 
able deposits are estimated at 16.5 crores tons and the develop- 
ment plan provides for an expenditure of nearly Rs. 2 crores to 
increase the present low out-put of 40,000 tons to 30 lakh tons 
a year. 

Trans[)ort and Commiintcations. In this connection the 
pl.an concentrates particularly upon rehabilitation and replace- 
ment of worn out locomotives and rolling stock of railways. 
The expenditure provided for these purposes is estimated at 
Rs. 20 crores. Roads development has been allotted an addi- 
tional Rs. 10 crorers and tele-communications Rs, 9 crores. 
Since it is necessary to increase the handling capacity of the 
Chittagong port on which has fallen a very great strain of export- 
ing East Pakistan’s produce, Rs. 13 crorers have been provided for 
this purpose. This will increase the handling capacity of the 
"porfto 39.6 lakh tons a year as compared to 18 lakh tons at 
present and only 6 lakhs tons pre-partition, 

Industry and Mining. Special attention is given to jute and 
cotton industries for obvious reasons. The plan contemplates 
the establishment of six jute mills which will produce 130,000 
tons of jute goods and will be sufficient to supply Pakistan’s 
own requirements and in addition leave a margin for export. 

■ ■ As regards cotton textile, the plan prowides for the creation 
of 24 new cotton mills. This will increase the present annual 
production of 100 million yards to d50 million yards. The 
total consumption at present is 700 mullion yards which in 
itself is very low, since it comes only to about 9 yards per head, 
Thus Pakistan will still depend upon imported cloth in spite 
the plan. The plan also provides for a paper mill capable of 
an annual out-put of 30,000 tons. These factories— jute, cotton 
and paper— will cost Rs. 39 crores. Another Rg. 9 crores have 
been provided for miscellaneous industries like sugar, ceramics, 
glass, chemicals, fertilizers etc. belonging to the private enter- 
prise sector. The plan also covers the cost of a geological 
survey of the country with vievv (jo determining its niineral 

.wealth. 
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Social Capital Un^er this head comes health services, 
educational facilities, and house building programmes These 
activities normally fall under the provincial field The Centre, 
however, has made a provision of Rs. 20 crores under these 
heads to supplement the finances of the Provincial Governments 
for these purposes. Another Rs 9 crores has been provided for 
training overseas of Pakistani scholars m technical and scientific 
subjects (Rs 5 crores) and for the setting up of polytechnics, 
laboratories etc. (Rs 4 crores). 

To implement this plan the Pakistan Government has 
set up an Economic Council. “This Council” in the 
words of the Mlnisterrin^chargc Finance and Economic Affairs, 
“will have full power over the execution of the plan and will 
alone me responsible to Government for the implementation of 
Pakistan's first national plan for development.” A Planning 
Commission has also been established. 

25. Evaluation of Pakistan's Development Plan . — 
On the whole the Six Years Plan is a welcome attempt on the 
part of the Pakistan Government to visualise a more compre- 
hensive development of the country than hitherto revealed hy 
its development schemes. The plan envisages an all round 
development of the country touching all the various axpects 
of its economy including agriculture, transport, communications, 
fuel and power, industry, mining, education, health and housing 
The plan is on the whole realistic in its approach It has not 
attempted to do too much As the Minister'in charge pointed 
out in his radio broadcast commenting on the plan on 28th 
November, 1950. “The National Plan of Pakistan is not specta- 
cular, nor It is expected to yield dramatic results It is a sober 
and realistic proprarame of basic development which beyond 
everything else will prepare the country for future phases of 
development.” “It must be viewed” he added “as the primary 

ciency must be measured not by what we ultimately aspire to 
achieve but by what we arc capable of undertaking in our 
present state.”^ 

In view of the needs of the country and the modest tar- 
gets aimed at no doubt the plan is not spectacular. But the 
question is what are the chances of this modest plan being fully 
implemented. 

How far this plan can become a basis for further plans 
in the future will depend upon the degree of success achieved 


(2) Reported in Ktrtchl Cotomerce Decexaber 2, 1950. p. 7 
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in its implemenlation. As we shall see-in the next chapter the 
schemes already launched by the Government in pursuance of 
its targets set forth in the First Industries Conference of 1947, 
have not progressed ( according to plan. We shall note the 
main reasons for the slow progress of these schemes when 
wc reviewed the schemes in the next chapter. As regards the 
present plan it is in co-operation with other Commonwealth 
ountriecs and prcsumeably shall have better chances of 
success. But the main bottleneck of paucity of trained 
personnel non-availability of essential capital goods and in 
adequate finance will have to be overcome much more effec- 
tively than hither-tO'fore. 

The trained personnel can be imported but only in ex- 
tremely limited quantities at the top ladders. The Government 
has been planning to send Pakistan youngmen for training abroad. 
This has either been done most inadequately or without proper 
planning as to their absorption after training. Private indus- 
trialists should themselves take up this matter and send out 
their employees for training abroad in large numbers. 

As regards capital goods the experience of the past three 
years has not been encouraging. The largest imports of machin- 
ery took place during 1949— 50 and that was to the value of 
Rs. 8 crores which is extremely inadequate. The trouble has not 
been so much regarding finance. Delays in deliveries has been 
the major cause. There has been a real shortage of capital goods 
in the producing countries due to the aftermath of war. On the 
other hand the demand for them has been great especially 
on the part of war damaged countries of Europe, which 
received first priority from the main supplier the U. S. A. Now 
the supply position would have been eased but for the war 
preparations ushered in by developments in Korea. Unless the 
international political situation is eased the difiBculcieS of ob- 
taining capital goods will increase rather than decree in the 
near future. If the war actually breaks out on a world scale the 
whole Commonwealth Economic Plan will have to wait for 
some future date. 

The third factor is that of finance. As we have seen as 
for as Pakistan is concerned the plan envisages finance through 
externel borrowing to the tune of £ 129 million (Rs. 120 croers) 
and from domestic capital to the amount of £151 million 
(Rs. 140 croresk What’are the chances of getting this money. 

26. Possibilities of Internal Finance.— As re- 

gards internal finance it has been widely compained that 
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private capital is not forthcoming for industrial purposes. 'In 
the recent meeting of the Council of Industries, the Prime 
Minister of Pakistan said “I am constrained to say that our 
hopes that capital from within the country will be forthcoming 
for industrial investment have not been realised The 
Government was so much concerned about this matter that 
they appointed an Industrial Invest ment Enquiry Co mmittee , 
early in 1949 to investigate Into th^auses-of-theiack*of erit^s- 
iasm on the oart of Pakistan capitalists for investment in 
industry. The report of the Committee is still with the 
Government. As hinted by the Finance Minister in his Budget 
speech for 1950-51, one conclusion of the committee is that high 
taxation stands in the way of capital accumulation in Pakistan. 
But high taxation does not seem to stand in the way of 
investments in trade and commerce. The real reason is 
that trade and commerce, especially since the partition, 
have been yielding not only high profits but profits without 
much risk and delay. Industrial investment involves greater 
risks due to much higher initial investments and also on 
account of the natural delay in yielding fruit. Only well 
seasoned industrialists can afford to take such risks and the 
number of such industrialists in Pakistan is extremely small. 
The Muslims have had very little experience of industrial enter- 
prises. You cannot blame the capitalist for being attracted 
towards safer, more remunerative and quicker fruit yielding 
enterprises. To make matters, worse the Government bure- 
aucracy, especially in the lower rungs of its ladder, has not been 
helpful. Complaints of inefficiency, red tapism and even 
corruption have been frequently heard in the matter of grant- 
ing of necessary facilities to the industrialists. The Govem- 
tnent must set its own house in order in this respect if these 
allegations are correct. 

So long as private enterprise Is not forth-coming to 
undertake industrial ventures the Government must enter the 
field Itself. This matter was also hinted at by the Prime 
Minister in his speech before the Council of Industries when he 
said. *' Government may, therefote, have to consider raising 
loans for financing industry and also take other steps for 
creating credit facilities.” Wc have already referred to the 
establishment of the Industrial Development Corporation and 
the Industrial Finance Corporation by the Government. The 
Government should vigorously pursue the policy of direct 
participation in industry. Once confidence in the success of 
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industrial ventures is established private capital will flow in 
needed quantities. 

No doubt our capital resources are meagre because not only 
the margin between production and consumption is low but, 
whatever savings are available, are not being properly mobilised 
on account of the lack of banking facilities in the country. But 
there is money enough to implement a plan which requires only 
Rs- 140 crores over a period of six years. A sum of about 20 to 
25 crores could be collected if proper approach was made. The 
Government is in the best position to do so. Floating of 
private companies has not attracted the investor because of the 
past history of such companies in these areas. People of meagre 
means do not wish to lose their investments at the hands of 
inexperienced if not actually dishonest promoters. It is because 
of this that during the period from I4th August, 1947 to 31st 
March, 1949 although capital to the amount of Rs. 31.57 crores 
was sanctioned for registered joint stock companies only Rs. 2.64 
crores was actually paid up. On the other hand the Govern' 
ment by floating loans have been able to collect Rs. 86 crores 
during the posc'partition period ending February 1950. 
Government loans have always been subscribed to the full and 
within the shortest period possible. For the Government to 
raise Rs. 25 crores a year, therefore, will be no problem. 
Moreover, as the plan proceeds it will at least partly become 
self'financing. 

27 — Channels of External Finance. — So far internal 
finance. As already noted Pakistan will have to find external 
finance through foreign borrowing to the tune of £ 129 millions. 
In addition it is envisaged that £16 millions will be needed 
through drawing upon our sterling balances. This brings the 
total external finance needed to £ 145 million. 

According to the report which contains the Common- 
wealth co-operative plan the possible channels of external 
finance are as below : — 

(i) Use of the countrys’ own external assets (/. e , sterling 
balances in our case). 

(//) From private investors overseas to private investors in 
the area. 

’\ (iiO From private investors overseas to Government in 
the area. 

(iv) From international institutions to Goverriment in 
the area. 
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(v) From Government overseas to Government in the 

area. 

There is every possibility that we shall get the necessary 
sterling balances released to the amount envisaged in the 
Plan. This matter we need not pursue any further here. 

Private investments on the part of foreigners whether 
direct or indirect have not been encouraging in spite of all the 
facilities and concessions provided by the Pakistan Government. 
In any case these inv stments could not be substantial even if 
through the guarantees gnen by the International Bank such 
investments could be promoted The International Bank could 
give help now that Pakistan has become a member of the 
International Monetary Fund and the International Bank of 
Reconstruction and Development. Even here, however, 
financial help cannot be expected on a large scale. The 
Bank In the past has been prc occupied in financing the 
reconstruction of war damaged economies of Europe, 
Unless another war breaks out in the future more funds 
may be available for helping the development of under- 
developed countries which ]S also an important function of 
the Bank. Moreover, as already noted, the Bank can help m* 
directly as wall as directly It can promote foreign invest* 
ments on the part of private individuals or foreign Govern* 
ments by guaranteeing to them the return of principal and 
minimum returns on capital. In spite of a’l this, however, since 
the claims on the help of the Bank will be heavy we cannot 
expect that the Bank will be able to provide any large propos- 
tlon of the external finance needed. Help under President 
Truman’s Point Four is more of technical than of financial 
nature. There Is a possibility of some sort of a Marshall aid for 
South and South-East Asian countries which the United States 
might think of giving on political and humanitarian grounds. 
Some people arc rather weary of recommending the accept- 
ance of such help They arc afraid of the political or econo^ 
mic strings ” being attached to such help We believe that with 
normal caution such help should be welcomed America has ex- 
tended such help to Europe which has led to remarkable reco- 
very in the economies of those countries Great Britain nas 
been the chief beneficiary. Wc fail to see how Great Britain 
or any ocher European country has lost its political or econo- 
mic integrity. The real fact is that the United States can 
afford such help and it is as much to her own interest as of the 
beneficiary countries that living s andards should be raised 
Vqder-dcvcloped countries Unless these countries 
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of India. Unfortunately, all the Jute Mills were concentrated 
near Calcutta and went to India. Jute has to be baled in 
^eci^ presses before if can be transported over long distances. 
The Government, therefore, concentrated, first, mainly on the 
expansion of the country’s Jute baling capacity. Orders were 
placed for eight presses with. firms in the United Kingdom and 
five in the United States of America. These presses with a total 
baling capacity of 2 million bales have been purchased. The 
question of placing further orders for five more is being active- 
ly considered. These will have a baling capacity of 600,000 bales. 
At present there are over 30 baling presses in Pakistan with 
baling capacity of 15,00,000 bales. With the implementation of 
the present plans the baling capacity will increase to over 
40,00,000 bales. 

As regards the establishment of Jute Mills three mills with 
a capacity of 1,000 looms each will be set up soon ; 2,100 of 
these 3,000 looms will produce hessian and 900 will manufacture 
bags. With double shift, the former will produce 16,00,00,000 
yards per annum, and the latter 20 to 22 thousand gunny bags a 
year. If the loomage reaches 6,000 the internal requirements for 
gunny bags could be satisfied. It is expected that the first Jute 
mill will go into operation by the middle of 1951, the second by 
early 1952 and the third in 1953. These three mills will cost 
Rs. 6'5 crores including buildings and machinery. Half of the 
money will be provided by Mr. Abdul Wahid Adamji and the 
other half by the Central Government. Machinery for these 
mills has already been ordered. Preliminary steps to acquire 
land and electricity have been completed and building work ■ 
has started. 

In response to Government’s promise to give assistance to 
private enterprise two industrialists have come forward with a 
proposal to start, one mill each at Chittagong. These will com- 
prise 13,120 spin lies and 610 looms and will soon begin to pro- 
duce hessian cloth and gunny bags. The machinery for one of 
these mills has already arrived. 

3. Cotton Industry. At the time of partition, while Pakis- 
tan p oduced about 13 lakh bales (of ^00 lbs. each) of raw cotton, 
she had only 12 cotton mills with 1,17,000 spindles and ^,500 looms 
These with double shift produced every month 5,000 bales (1500 
yds each) of cloth and 750 bales (100 lbs. each) of yarn, which was 
far from adequate and met only 10% of the requirements of 
the country. To meet the country’s need the Government 
decided to permit the establishment of mills with a total spindl- 
age of one million during the first five years and H million 
during the next five years, This was the target set fortn by the 
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Industries Conference. It was planned to establish five new 
cotton mills, as soon as possible They were to be located one at 
Rahimyarkhan,one at Multan* one at Lyallpur and two at Karachi. 

Since then all possible assistance has been given to the 
promoters by Government in the way of procuring machinery, 
providing hard currency, help in the selection of sites and 
location of mills, supply of steel and building material for 
factories and procuring trained personnel from abroad. 

The Hast Bengal Government also proposes to set up a large 
mill with 50,000 spindles. 

Compared to the position at the time of partition spindlage 
has already been doubled i.e. 147,000 spindles have been instal- 
led, In addition 800 loom have been set up. By ApriU9M the 
rate of annual production of cloth was expected to reach 1,25,000 
bales compared to 74,000 bales at the time of partition. The 
Finance Minister in his recent (1951'52) Budget speech has reveal- 
ed that Pakistan is already producing one third of its total cloth. 

4. Woollen Industry. Pakistan produces 26.5 million 
lbs. of wool a year and Imports through its land frontiers 
another 8.3 million lbs. There is a great demand for Pakistan 
wool in the world. It is used in the manufacture of tweeds, 
rugs, blankets and carpets. Two million lbs. of the above quan^ 
tity are required for local use by the cottage industry producing 
rough blankets and carpets. Ac present there is only one spin' 
nery with 2,000 spindles. 

The Government has decided to assist in the establish- 
ment of five yarn spinneries with a total spindlage of 25,000 
spindles. Two of them will be in the Punjab and one each in 
N.W.F.P. and Sind. They will produce 4.5 million lbs. of yarn 
a year. Government also intends opening finishing centres in 
all these regions each having two sets of raising and finishing 
machines. A maximum of 20,000 spindles will also be permitted 
to produce one million lbs. of worsted yarn annually. Permis* 
sion has been accorded to two parties to set up woollen and 
Worsted mills, one at Karachi and the other in the Punjab. 
These will start production very shortly. 

Steps have been taken to set up two Government woollen 
mills one at Bannu in N.W,F.P., and the other at Hamai in 
Baluchistan* A mission has already been sent abroad to purchase 
equipment and machinery* Three private mills will be sec up 
one each at Lawerence pur, Multan and Nowshera respectively. 

By way of an experimental measure the Government has 
sanctioned the establishment for one year, of three woollen 
centres In Baluchistan, for sheep washing, shearing and grading 
of wool. 
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^ I 5-' , Industry. Pakistan produces 8.11 lakh pieces 

of bufralo hides, 44,73 lakhs of cow hides, 53.5 lakhs of goat 
skins and 20.75 lakhs of sheep skins a year. 

A conference of representatives of the various branches 
of the leather industry and Provincial and State Governments 
Was held at Karachi in August, 1948. It made several recom- 
mendations regarding the utilisation of these raw materials, 
which have keen receiving consideration by the Government, 
The Government has been sympathetically considering request 
for financial aid on the part of private enterprise. 

At the moment in Pakistan there are two factories manu- 
facturing footwear with the help of machinery. One located 
at Lahore specialises in canvas shoes and the other, located at 
Karachi, specialising in civilian and army footwear. During the 
year 1949*50 a 50% increase in production occurred in tanning 
of leather and in the manufacture of footwear. Successful 
experiments have also been made in East Bengal to start a 
Pakistan hips industry on the lines of the Madras E. I. 
Kips industry. The leather industry, it is understood, is 
shortly organising itself into a federation which would make the 
bulk purchases of the chemicals and other materials required by 
the various factories. 

6. Pharmaceuticals and Drugs. Pakistan possess requisite 
raw materials for the production of pharmaceuticals and drugs 
c.g, Artemesia and Ephedra for making Santonin and Ephedrine. 
Government has sanctioned the setting up of a Bureau of 
Laboratories which is already preparing vaccines. It will soon 
start manufacturing sera. 

A factory at Quetta is producing Ephedrine, Hydrochloride 
etc., and another is being shortly installed for the production 
of Santonin. Government is also encouraging private enterprise 
for the establishment of five self-contained pharmaceutical and 
drug manufacturing concerns — three in West and two in East 
Pakistan— within the next two years. These will meet the 
internal requirements of the country for tincture and glucose. 

7. Paper Industry. Pakistan imports every year Rs. 
3,00,00,000 worth of paper. The Government is planning to 
establish an up-to-date paper factory in East Bengal where raw 
material for paper making is found in abundance. The mill 
will probably be located at Kuptiamark in Chittagong HiU 
Tracts. Its capacity is expected to be 45 tons a day to start with 
but by the end of 1954 it will produce 200 tons daily. The tpill 
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will cost Rs. 4 crores. Machinery with Rs. 3 crores has already 
been ordered on land for factory buildings has been acquired. 
Considerable quantities of equipment and machinery has already 
arrived and in the words of the Finance Minister (Budget 
Speech 1951'52) Pakistan will “ by the middle of 1952 become 
largely independent o imports of quality paper.” 

8 Sugar and Power Alchohol. A 50,000 tons sugar fac- 
tory is being established at Mardan (N.W.F.P.) It has already 
started production and is expected to reach its full target in 
two years* time. Permission has also been given to the CSovern' 
ment of Bahawalpur to establish a sugar mill in the State. 
Question of establishing another mill in the Thai area is under 
consideration of the Government. 

If is also intended to set up in N.W.F.P. a distillery for 
the manufacture of power alcohol with a capacity of producing 
10,000 L P. gallons per day. A power alcohol plant is also being 
established in East Bengal. At present industrial alcohol and 
liquor are being produced at two places. One factory is located 
at Rawalpindi and the other in East Bengal. In addition there 
are two other small distilleries one of which is at Kotri in Sind 
and the ocher at Quetta in Baluchistan. 

9. Vegetable Oils Industry. Recently two factories have 
been established for hydrogenation of edible oil with a capacity 
of 3,000 tons each. One of them is In Karachi and the ocher at 
Hyderabad (Sind). The factories will make the country self- 
sufEcient in 'Vanaspati' cooking medium. To these will be 
attached delintingand dehauUng plants for rc6ning cotton-seed 
oil used in the manufacture of ‘Vanaspati*. 

10. Soap Indusfry.— Pakistan is self*sufl5cient in washing 
soap because of the 812 big and small factories producing this 
article. For toilet and medicated soap, however, we depend 
upon foreign countries. Efforts are now being made to make 
I^kistan self-sufficient in these too. One plant for manufactur- 
ing toilet soap has already been set up at Karachi. Another Is 
soon to be installed at Bahawalpur. 

11. Engioeerlng ludustry.—Thc various engineering con- 
cerns that existed in the Pakistan areas had to stop production 
after partition due to the migration of the Hindus. These have 
now all started their work and achieved pre-partition level 
of production. Among the firms already established arc j one 
firm manufacturing electric lamps and electric conduct pipes ; 
two firms manufacturing battery plates for lead acid accumula- 
tor cells, one firm manufacturing welding electrodes ; one firm 
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manufacturing vacuum rubber fitting for railways ; one firm 
producing hurricane lanterns in West Pakistan ; and one firm 
mariufacturing baby cars and toys from tin-plates. Other existing 
engineering firms manufacture common agricultural imple- 
ments like sugarcane and oil crushersj oil expellers* lathes, 
chuks and other machine tools, precision .instruments, surgical 
instruments etc. 

Industries that are soon expected to be established are ; 
Steel smelting, malleable iron foundry : re-melting and re-rolling 
(E. Pakistan), production of hurricane lanterns from brass, com- 
plete storage batteries, electric necessaries from plastics, fabrica' 
tion of C.I. pipes, electric fans etc. 

The recommendetions of the U. S. A. Steel Mission have 
been carefully examined by the Government and steps are being 
taken to implement them. 

12. Shipbuilding and Ship-repairing. — A meeting of 
the Industrial Advisory Committee on Shipbuilding was held on 
28th June, 1949 at Karachi. All the members were unanimously 
of the view that a modern dry dock should be installed at 
Karachi at an early date. Three sub-committees were appointed 
to examine and report on (a) the advisability of providing a 
floating dock till such time as a dry dock is constructed, (1?) fixing 
of industrial targets for the next five years and provision for 
training of technical supervisory staff and (c) finding ways and 
means of ensuring regular supplies of raw materials etc. 

13. Mines and Minerals.— Mineral resources of Pakistan 
are under investigation by a team of geologists and schemes for 
their scientific exploitation are being worked out, Pakistan 
lacks coal, especially good quality coal, and has to depend on 
imports. For systematic development of coal resources the 
Government obtained services of Messrs. Powell Duffryn 
Technical Services Ltd., of London. They surveyed Pakistan’s 
coal resources. They inspected the Punjab, Baluchistan and 
Sind for this purpose and took samples for analysis in their 
laboratory in England. Their recommendations aiming at more 
efficient coal mining in Pakistan have been accepted by the 
Goverment and have been already enforced in the Punjab and 
Baluchistan. 

A scheme to develop the Sharigh Coal Mines iri Baluchis- 
tan costing about Rs. 7 lakhs is being executed. In addition to 
the existing briquetting plant at Quetta two more plants 
are going to be set up one in the Punjab and the other in 

Baluchistan. , , , , , - . « - 

Brown coal and lignite has been discovered in 

Bengal scattered over an area of 170 square miles in Mymensingh 



Progress of industrial schemes 


319 


and also at Habibgunj in Sylhet. This coal is reported to be 
good enough for household consumption and for use in station' 
ary boilers in factories. Investigations are continuing. 

As regards oil we have the old-sranding Attock Oil Company 
operating at Khaur, Dhuliant Joya Mair and Balkassar in the 
Punjab This company produced 4, 25i543 barrels of crude oil in 
1949 (I»48|94,000 gallons imp.) as against 3,30,082 barrels in 1947. 

Mew drilling operations have been carried on by Burma 
Oil Company (Pakistan concessions) Ltd , at Chakwal (in the 
Punjab) Lakhra (Sind) and Patharia (Hast Bengal). In Chakwal it 
drilled three wells one of which had to be abandoned. The 
Nj. 2 well struck oil at 8,214 feet and Mo. 3 now stands at the 
depth of 4»500 feet. The well at Lakhra reached 8,000 ft. in 
depth, where the company struck gas. The operation have how- 
ever been abandoned. 

The Burma oil Co., is the first Oil Company to be incorpo' 
rated In Pakistan in accordance with the Pakistan (Production) 
Rules of 1949. 30 % of its share capital has been offered to Pakis' 
tans for subscription. The company hold mining lease for the 
Patharia forest regions of Hast Bengal. They have also applied 
for a prospecting licence for sin area in Baluchistan extending 
overonareaof 176 sq, miles. The Government is considering 
this application 

Among the other important minerals are salt and gypsum. 
Salt is in great abundance in Pakistan and is of very superior 
rock variety. Gypsum is also found in large quantities. Ocher 
minerals of Pakistan are nitrates, potash, and chromite found in 
good quantities Antimony, copper, lead and sulphur are also 
iound and so are glass sands available, Pakistan will soon build 
her chemical industries on the basis of these minerals. 

14. Chemical Industries —Among these may be mention- 
ed Acid Industry, Alkali Industry, proJuction of Industrial 
Gases, Ordinance Factories, Ammonia and Ammonium Sulphate 
production, etc. 

Two lO'ton a day sulphuric acid plants are going to be set 
up. One has already started production at Karachi, 'i he second 
is expected to come into production soon m the Punjab. 
Another plant is to be established Hast Bengal. Two 
small units are already producing sulphuric acid by chamber 
process one at Rawalpindi and the other at Sukkur. Thecapacity 
of the former is 300 tons and the latter 30 t. ns per year. 
It IS expected that in a year's time Pakistan ivill become 
more than self-sufficient so far as sulphuric and allied acids ar^ 
^onceroedf 
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• A large factory producing soda ash had to stop work on- 
account of migration of Hindus and lack of supply of coal and 
necessary iron and steel. This has resumed production since 
1948. It produces light soda ash at the rate of about 
20,000 tons a year. The Government is going to set up'a lO'ton 
a day capacity plant to produce caustic soda chlorine by the 
electrolytic process. A 5-ton a month plant will also be set up 
to produce chlorine and caustic soda to meet the needs of 
Karachi. 

Factories producing industrial gases like oxygen, acetylene, 
carbon dioxid- etc. which closed after partition have now 
resumed production. A new factory is being established at 
Karachi for production of oxygen and acetylene. 

To meet the requirements of the armed forces, ordinance 
factories are going to be established in the very near future. 
Around these factories numerous chemical industries will grow 
which will help industrialisation of the country. 

The Government has decided to set up an Ammonium 
Sulphate plant in West Pakistan which will produce about 1 
lakh tons of Ammonium Sulphate a year for supplying fertilizers 
for agriculture. Experts were invited from Belgium, U.K. and 
U.S.A. to survey conditions and advise about processes to be 
adopted and the type of plant to be set up. Their reports are 
under examination by a specially oppointed officer for this 
purpose. 

15. Motive Power. “The main motive power available to 
Pakistan is water power. Various schemes of hydro-electric 
development are being executed in various parts of the country. 
We have already made a detailed study of these in a previous 
chapter. Here we may mention them again. These are : (a) 
Rasul Project in the Punjab will generate 14, COO K.W. by the 
end of 1951. (b) Mianwali Project w;ll yield 65,000 K.W.' of 
power when it is complete, (c) The Malakand Project (N.W.F.P ) 
will generate 10,000 K.W. to start with but will double it in two 
years, (d) Dargai Scheme will give 20,000 K.W. of hydel power. 

(e) The Warsak Scheme when completed (by 1951 — 54) will yield 
another 100,000 K.W. (/) The Karnafully Project of East 
Bengal will generate 40,000 K.W. of electrical energy. 

In addition to these hydro-electric projects the Govern- 
ment has plans to establish thermal power stations all over the 
country. The capacity of the Karachi Power Station will be 
expanded to 30,000 K.W. during the current year. Plants will 
{il^p be set up in Sind^ the Punjab and East Bengal. A thermej 
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station generating 10,000 K.W. will be located at Chittagong. 
It will be linked up with the Hydel Power Station on the 
Karnafully. 

16. Conclusion.'— The above survey of the Government’s 
industrial plans shows that almost every kind of industry has 
received attention —textiles, leather, paper, sugar, chemical, en- 
gineering, minerals and hydro'electricetc. But most of the work 
so far done is merely preparatory. Except in the case of certain 
units which stopped work due to partition and have resumed it 
now, in the matter of new industrial establishments, we are 
mostly at the stage of proposals and plans, in some cases work 
has actually started and in others machinery has been ordered and 
partly arrived as in some hydro-electric schemes, in Jute presses 
and one or two Jute mills. But in majority of cases the plans have 
not reached the stage of execution. The development on the 
whole has not come up to the standards indicated by the target 
accepted at the first Industries Conference (See appendix to this 
chapter) to take only one important example, out of a five year 
target of one million spindles for textile industry only 20,000 
havB been added in three years. 

17. Reasons for Slow Development.— To some extent 
this development is not to be wondered at. We have already dis- 
cussed in an earlier chapter the various handicaps with which 
the new state made a start and many of them still continue after 
three and a half years of its establishment. Initially the attention 
of the Government was diverted to tremendous problems arising 
out of the partition. The influx of the 70 million refugees alone 
would have shaken the foundations of a much stronger state. 
Then there was the paralysis caused to our economic life 
especially in the Punjab on account of the exodus of non-Muslims 
who held key positions in administration, industry, trade and 
business ’in general. Over and above tbls, was rbe defence 
problem made acute by the uncertainties of the political and 
military developments in Kashmir. The tension with India and 
Afghanistan has naturally kept the problem of the security of 
the state all the time in the foreground. 

Apart from these there have been certain basic factors 
(already discussed) which have acted as bottlenecks to develop- 
ment. The paucity of important minerals like iron and coal 
and dependence for them on unsympathetic India, lack of 
trained management and technical personnel, shyness of Pakistan 
capital in the matter of investments in Industry, the hesitancy 
on the part of foreign capital to come to the country^ aid, the 
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difficulty of getting machinery and other necessary stores, in 
view of the great demand for .them; on- the part, of the war-, 
shattered economies of Europe : all these factors have played 
their part arresting the pace of our industrial. development. 

18. Necessity of Reorganisation. — But in spite pf all these 
limitations, we believe more could have been achieved. From 
the study of what has actually been done regarding planning 
the. programme and its execution, one gets the impression of a 
lack of proportion and perspective. The approach has not 
been scientific and systematic. Here and there some industrial 
lines have been selected for help and too much reliances has 
been placed on the initiative of private enterprise. A more 
direct and vaigorous participation in industry by the state is- 
necessary. We are glad to notice that the Government has 
assumed direct responsibility for the development of 27 major 
industries under the Federal Control of Industries Act, 19^9. 
Further, under the Regulation of Mines and Oil Fields Develop' 
ment (Federal Control) Act of 1948, the Central Government 
has taken the responsibility of granting concessions in its own 
hands for seven major industries. A.dvisory Committees have 
been set up. For giving financial assistance to industry an 
Industrial Finance Corporation and an Industrial Development 
Corporation have been established. There is a Geological 
Survey Department and Statistical Organisation. The Govern' 
ment has also given tax concessions to encourage industrial 
enterprise. These steps are all to the good. 


We would, ^however, suggest a more comprehensive cen' 
tral control and direction. We would recommend a thorough 
reorganisation of the machinery of planning and development. 
We started with a Development Board which from March, 
1948 under the Ministry of Economic Affairs. The func' 
tion of the Board is to' approve schemes of development sub' 
mitted to it by the provinces. Neither the Board nor the 
Ministry of Economic Affairs has any initiative of their own in 
such matters. The Ministry has no powers to axecute its own 
rlecisions. It has to depend for both on other agencies and 
departments. The functions of the “Mtaistary of Economic 
Affairs” like its name are vague and undefined. Every con 
ceivable thing with an economic bearing can be brought under 
its Jurisdiction, thus deviating it from its proper functioii which 
should be solely concerned with the preparation and execu- 

don of economic plans. On the other hand, some functions 

which should be allotted to this Ministry are aUocated to other 
ministries For instance, certain officers dealing with the pro' 
Hems of industrial development are put under the l^nistry of 
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Commerce. A more scientific organization of development 
work is indicated. The Government has set up an 
Economic Council to Implement the newly announces Six Years. 
Plan of Development. Details of this organization arc not 
available. But the Council alone can hardly supply the necessary 
machinary for detailed Planning and execution Even the Six 
Years Plan needs detailed elaboration. We are glad to not 
however, that a Planning Commission has been recently set up. 

19. The Shape of Rccorganisation. — We suggest that 
the Ministary of Economic Affairs should be converted into a 
Ministry of Economic Planning and Development. All matters 
not strictly germane to the function of economic planning and 
development should be taken away from this Ministry and 
transferred to other relevant departments The various instr 
tutions and departments which prepare the basis for planning 
should be under the jurisdiction and control of tnis Ministry. 
The Geological Survey, the Statistical Organisation, and the 
various Institutions dealing with economic and industrial 
research should serve as hand'matds to Ministry of Economic 
^Planning and Development As regards the technical aspect of 
planning the Ministry should be advised by the newly sec up 
Planning Commission Let us hope it will be carefully constituted 
Some members of this Commission should be whole'ttme paid 
officials and others should be co'optcd for specific purposes and 
Issues from among the official and noH'official talent available 
like industrial magnates, bankers^ representatives of labour, 
technical experts like engineers and chemists 

The work at the Centre should be co-ordinated with the 
work in the provinces. Each province should have its own 
Planning Committees The provincial plans should be submitted 
to the Central Commission. After proper co-ordination under 
the guidance and control of the Centre these plans should be 
approved in the form of an All-Pakistan Development Plan. 

In the execution of the plans reliance should not be put 
entirely on the provinces. The provincial administrative and 
technical machinery should be utilised for execution but the 
supervision of the Centre should be constant. The Centre 
should see that the targets fixed are achieved during the allotted 
period m the central as well as In the provincial sphere. 

The Planning Commission in consultation with the pro- 
vincial planning committees will have to fit m their plan all the 
various aspects of the economy giving in details the vanous 
stages through which and the manner in which the plan will 
have to be executed. 
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They will pronounce on questions like, the period of the 
plan, the ultimate targets of production, the annual targets of 
production, the production units and their location, arrange- 
ments regarding supply of raw materials, finance, industrial 
control and organisation, the problem' of markettjng, the 
position of small scale and cottage producing units, the degree of 
mechanisation, the degree of direct Government enterprise as 
against private enterprise, machinery for price control, control 
of private profits etc. 

•In all matters the ultimate sanction will rest with the 
Central Government. In case there is disagreement in matters 
of policy between the provinces and the Centre the latter must 
have its final say. For all practical purposes the technical advice 
of the planning Commission will be final though formal 
approval of the Government will be necessary. 

Planning has been a success in other countries and there is 
no reason why it should not succeed in Pakistan provided we 
are clear as to what we possess, what we wish to achieve and 
how we wish to achieve it. 



APPENDIX TO CHAPTER XV. 

INDUSTRIALISATION OF PAKISTAN 

(Recommendations Forwarded to Centre and Provinces) 

Pakistan, being very anxious to give its economy an “ Industrial 
bias, *’ called the Pakistan Industries Conference in Karachi from 
Decembet 13 to 17 last. The CoofeTence had set up various 
committees to report on the prospects of various industries. 
These committees have now 6nali<ed their recommendations 
which have been forwarded to the Provincial and State Govern- 
ments and the various Ministries of the Central Government to 
ehable them to take necessary steps for implementations. As the 
recommendations cover a vast field they require examination by 
the various authorities both Central and Provincial. 

Hydro-Electrics.— The Industries Conference has rccom' 
mended a priority for Hydro'eicctric power generation to 5,00,000 
kilowatts in the next five to seven years as Pakistan is short of 
coal and the development of the industries depends upon power. 
It has recommended that while the Mian wall Hydcl Project in 
the Punjab, capable of generating 26,000 kilowatts, and the 
KarnafulU Project in the East Bengal, capable of generating 60,000 
klllowattsjshouldbe taken up immediately and completed within 
the shortest possible time, the Rohrl and Nara Canal Projects in 
Sind should be taken up now and completed as soon as possible. 
It has been suggested that steps should be taken to generate 
9,000 kilowatts of power at Dargai in Malakand Agency and 
preliminary investigation as regards suitability of the possible 
sites of Warsak on the Kabul River (estimated to generate 30,000 
kilowatts) and the Indus (estimated to produce one to two lakh 
of kilowatts) should be undertaken immediately. 

Coal. — Regarding coahmincs and the utilisation of coal the 
Pakistan Industries Conference has recommended that every 
effort should be made to exploit the present coahmincs in a 
scientific manner and the target of half a million tons per annum 
of coal should be reached during this year. 

New coal'bcaring areas should be surveyed and urgent steps 
taken to develop them. . . 

Otlier Minerals and Oil. — ^Thc recommendations had it 
that more up-to-date technique evolved in recent years should 
be adopted for carrying out the survey of mineral resources of 
the "Dominion. Services of organisations in the United States 
225 
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of America, which have loriR and varied experience of such 
v/ork, should be indented upon and a competent geophysicist 
should 1}C appointed on the staff of the Geological Survey of 
Pakistan. 

Two testing laboratories — one in Eastern and the other in 
\\ estern Pakistan sliould be established. Till these laboratories 
arc established, ti)c Naval Laboratories at Kcamari in Karachi 
should be utilised for analysing not only oil and petrol but also 
coni. 

A Echool for training in drilling should be opened imme- 
diately and a Mining School also at n very early date. 

The young men, who were till recently undergoing training 
in Dhanbad, should be deputed to the Royal School of Mines in 
the United Kingdom to enable them to complete their studies 
and place their services at the disposal of the State and the 
people of Pakistan. 

The mineral development wing should be strengthened by 
the appointment of experienced mining engineers and closer 
supervision should be maintained on the activities of prospec- 
dves and lessees. 

Utilisation of minerals found in Pakistan should be given 
precedence over c.xporc of such minerals. Of oil the Conference 
recommended that the removal or reduction of customs duty on 
fuel and diesel oil used for industrial purposes and reduction of 
freight rates charged on transport of oil should be sympathetic- 
ally considered. 

Cotton Industries — For the development of cotton and 
textile industry the Conference recommended that a Pakistan 
Cotton Committee should be established for the purpose of im- 
proving the cultivation, marketing and manufacture (including 
ginning and pressing) of Pakistan cottons, on the lines of Indian 
Central Cotton Committee. 

The Pakistan Cotton Committee should draw up a scheme 
for the distribution of pure and improved seeds in collaboration 
with the Provincial and State Departments of Agriculture. The 
staff that is already employed in connection with the schemes of 
the Indian Central Cotton Committee should be retained and 
pending arrangements with that Committee regarding the levy 
in Pakistan of the cotton cess imposed under the Indian Cotton 
Cess Act, the staff should be paid by the Government. 

To finance the activities of the Pakistan Cotton Com- 
mittee a cotton cess of eight annas per bale of cotton to be 
imposed, is another recammendation. 
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The Government should examine the possibilities of im- 
proving the marketing and financing of cotton produced in 
Pakistan through an agricultural credit bank on the lines of those 
which exist in America, with a view to ensuring fair prices to 
the growers. 

Other recommendations for the development of cotton in 
Pakistan are : Pakistan should have its own standards of 
staples; mixing of staples should be prohibited by legislation; 
and the preparation of standards should be done by the Central 
Government on the advice of the Pakistan Cotton Committee 
and arrangements should be made for the fixing of grades. 

Textiles.— Regarding textiles, the conference suggested that 
a target of productive capacity should be fixed at 2 5 million 
spindles which should be reached in ten years — one million 
spindles during the first five years and the remaining 1.5 during 
the next five years 

The one million spindles to be installed during the first five 
years should be destnbuced as follows : 

The Punjab 3,50,000 Spindles 

]^st Bengal 3,60,000 „ 

Sind 2,00,000 „ 

N. W, EP, 50,000 

Bahawalpur State 57,000 „ 

Khaitpur State 25,000 „ 

Fifty per cent of the spindles allotted for East Bengal and 
25 per cent, of those allotted to other provinces and states 
should be left uncovered by looms so as to provide yarn for 
handloom industry. 

The mills, established under the plan, should be designed 
to produce cloth and yarn of different varieties and counts in the 
icr\^owing propoitirms ? 

East Pakistan— fine and superfine 10 per cent., medium 50 
per cent., and coarse ^0 per cent. 

During the interim period before the textile industry has 
been finally established efforts should be made to import the 
yarn required to feed the handloom industry. 

Jute Industry.—For the development of the jute industryin 
Pakistan it was suggested that a Pakistan Jute Research Institute 
for the improvement of cultivation of jure, propagation of pure 
seed and research on jute fibre, should be established at E^cca 
with the help of a central grant, and after the jute research 
Institute has been established a pilot plant should be set up. 
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Thirty lakh bales of jute per annum should be earmarked 
for export to foreign countries. Fair prices should- be main- 
tained by regulation of the jure crop and by adopting other 
suitable devices. 

Encouragement should be given to the establishment of ad- 
ditional jute presses which would enable the export figure of 30 
lakh bales of jute to be reached by 1950-51. The. possibility of 
using the surplus cotton baling presses in the Punjab for baling 
jute should be investigated. 

In order to increase substantially the size of the exports 
from the Chittagong port, additional facilities like jetties and 
godowns should be provided at the port and the highest priority 
should be given for the supply of steel and other building 
materials for this purpose. 

Necessary measures should be taken for the acquisition of 
land for the jute pressing factories. 

Power for Factories. — The schemes to provide 4,000 kilo- 
watts at Chittagong should be pushed ahead at the maximum 
possible speed, so as to provide power for the jute pressing 
factories and other industries in East Bengal. 

First priority should be given to making steel and building 
materials available at controlled prices for presses which are 
proposed to be established in East Bengal. 

During the next ten years establishment of jute mills having 
a total loomage of 15,000 should be aimed at. 

Early steps should be taken to provide adequate power at 
Chandpur to help in the establishment of jute industry there 
and in view of the scheme for the generation of power at 
Narayangunj and Chittagong for the establishment of the jute 
mills at these two places should be encouraged. 

The possibility of taking advantage of the opening of two 
mills of 500 looms each, which .have been offered to industrialists 
in Pakistan and which can go in production in.2| years should be 
fully explored. 

Co-ordination Between Centre and Provinces. It is 
recommended that the planning and co-ordination of 27 Industries 
(which 'include the industries for the production of arms, 
cement, coal, electrical equipment, glass and ceramics, heavy 
chemical industry, iron and steel, marine fisheries, Papet and 
pulp, rubber manufactures, sugar, salt, textiles and tobacco) 
should, devolve.. on the Centre and the implementation ana 
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execution of the plans for the development of the 11 Industries 
should rest with the provinces and states. 

Distribution of Units : The following distribution of 
units between the different areas was recommended by the 
conference. 

Starch Factories : The Punjab two N.-W. F. P. one and 
Sind one. 

Woollen Spinning : N.-W. R P. one ; the Punjab one ; 

Baluchistan one ; Bahawalpur one ane Sind two. (For spinning 
woollen yarns to be utilised for carpets, rugs, blankets and 
several cottage Industries). 

Woollen Textile Mills : The Punjab one and N.'W.F.P. 

two. 

Oil Pressing Mills : The Punjab two and the extension 
of the existing mill m Bahawalpur. 

Oil Refining and Hydro.generation PJant i The 
Punjab three and the extension of the existing plant in 
Bahawalpur. 

Caustic Soda Electrolytic Plant and Caustlcising Plant: 
One each In the Punjab, N.-W.F.P. and East Bengal. 

Soda Ash Plant : Karachi and Khewra one each. 
Sulphuric Acid Plants : One each at Chittagong ; the 
Punjab (at Khewra) ; Karachi ; N.-W.F.P. at Kalat. 

Super Phosphate Plants : One each in the Punjab; Sind, 
Bengal, N.-W.F.P. and Bahawalpur. 

Paper Factory : One in East Pakistan. 

Match Factory ; One in East Pakistan. 

Tanneries : Ten in East Pakistan ; two in the Punjab ; 
and one each in Sind, N,-W.F.P. and Bahawalpur. 

Cement Factories : One each in the Punjab ; Kalat State 
and the N..\V.F P. 

Glass Factories : One unit of hollow arc each in East 
Bengal ; the Punjab ; N.W.F.P. and Sind. Two units for 
bangles in Western Pakistan and one unit of sheet glass in the 
Punjab. 

Sugar Mills : One each in the N.\V.F.P. and Bahawalpur 
State ; two in the Punjab four in East Pakistan. 

Soap and Glycerine Manufacturing Factory : One each 
In the Punjab and Bahawalpur State. 
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. Medical Herbs: One 

in N.W.r.n 

Tobacco and CigereUcs : N.-W.F.P., the Punjab and East 
r.'iKisfnn should liavc one faciory each. 

Ship Repairing : One workshop and dockyard each at 
ChitiajTonn and Karachi. 

Macjiinc Tools: A factory each at Gujranwala (West 
Punjabi : Sialkor ur Warirabad (West Punjab) and Karachi. 

Heavy Oil Engine Industry : One each in the West 
Punjab and Sind. 

Iron C.astsng Foundry ; Ttvo in Sind. 

Steel Costing Foundry: One in Karachi and one in 
Chittagonn* 

Steel Forging Factories : One at Chittagong and another 
at Saidpur. 

Malleable Iron Factory ; One each in the WespPunjab 
and Sind. 

Electrical Furnaces : One in Sind. 


Agricultural Implements ; One Factory in the West 
Punjab or Sind ; one in East Bengal and two in the N.-W.EP. 

Bicycles and Parts : One factory in the West Punjab. 

Sewing Machines : One factory in Sind ; one in East 
Bengal and the expansion of the e.\isting factory in Lahore. 

Electrical Equipments : (Electrical motor, fans, power 
transformers and switch gear); The West Punjab one factory 
and another in Sind. 


Small Tools and Waiting Tools ; One workshop near 
Machi tool manufacturing centre. 

Fertilizer Factory ; It was further suggested that the 
Government of Pakistan should have the question regarding a 
fertilscr factory for the manufacture of ammonium sulphates 
and other allied fertilizers from gypsum, which was available in 
large quantities in the salt range in the West Punjab, examined 
by an expert committee. 

Standardisation ; With regard to standardisation the 
Industries Conference recommended that a Pakistan Standards 
Institution be set up for the purpose of eliminating unnecessary, 
uneconomic and inefBcient standards ; selection, determination 
and formulation of proper standards compatible with economy 
and efficiency and unification of designs and make-up. Products 
required testing by an independent laboratory with subdabora' 
tories for the following industries which should be established 
in Western Pakistan with a branch in Eastern Pakistan, 



CHAPTER XVI 

FOREIGN TRADE 

Prepartition Trends. 

1. Introduction. A study of the foreign trade of a coun- 
try^ can be very instructive to the student of its economic con' 
dltions and problems. The proportion of foreign trade to home 
trade reveals the degree of self-sufficiency attained by the country 
concerned in matters of essentials of life. The types of 
exports and imports give an idea of the stage of economic 
development reached and the broad features of the social and 
political structure of the land. The sources of imports and 
destinations of exports indicate its economic connections and 
(some times) political afStations. Trends of trade over time 
reflect the Impact of major social, political and economic 
changes occurring in the country itself or in the other countries 
of the world with whom it has trade relations The tariff 
Impositions, their rates and discriminations In this respect 
throw a further light on the fiscal, economic and political 
policies pursued by its Government at a particular time. 

Before we undertake a review of the main features of 
the foreign trade of Pakistan it would be instructive to give 
a brief account of developments in this connection during the 
prepartition times. Since, until the creation of Pakistan Indo- 
Pak was one economic and political unit, we shall review 
historically the main features and trends of trade in India as 
it was before partition was effected. 

2. Pre^Muslim Period. Trade connections of India with 

foreign countries can be traced from very early times. India 
had trade with Babylon as long ago as 3000 B.C. Egyptian 
mummies of 2000 B.C. were discovered wrapped in India 
mmlin. pjjgca muslins had rcachciancient Grcecc_whcre,thcy 
■wcre-rppfti the Ganges). India ^Iso traded 

*I ■ d AfablaT * 

Due to ciitncuitics oi transport India (as other countries of 
those times) imported and exported only goods which had high 
'^luc in small bulk. Traders of the times only catered for the 
tastes of the few and very rich persons and i^ 

clcs of luxury. Among the articles of export f 

331 — 


332 


ECONOMICS OF PAKISTAN 


times were hiph quality textiles, metal ware, ivory, perfumes, 
dycstuiFs and spices. The imports consisted of sucK commodities, 
ns brasS) tin, Icadj wine and horses. India mainly imported 
essential raw materials and exported luxury goods manufactured 
by its artisans. 

3. The Muslim period. The Muslim conquest of the 
country gave a considerable impetus' to her foreign trade. This 
new influence may be dated from the 11th century onwards. 
After the early period of unsettlement was over, the new rulers 
established regular economic links with the outside world. 
The communications established through the north'west 
frontier stimulated over land trade which mainly followed two 
routes / c. Lahore to Kabul and Multan to Kandhar and beyond. 
The system of transport by road in the country was established 
by the Muslim kings especially the Moghals and the internal 
water ways were made better use of. Further the patronage of 
the court stimulated production of high quality goods by the 
, local handicrafts. The shipping trade was mainly in Muslim 
hands especially on the Malabar Coast'and partly' the "also tfade, 
in the Gulf of Cambay and of the Coromandal coast. Calicut 
was the principal port on the Malabar coast through which 
passed the entrepot trade in goods from Far East and the Red 
Sea. 

As regards the character of the trade it remained about 
the same as in earlier centuries ; chief imports being goods 
like gold, horses and essential metals like copper, tin, zinc and 
lead etc. In return India exported textile fabrics, dyestuffs like 
indigo, opium and other drugs (1). 

In the meantime at the end of the ISth century an event 
of great importance for trade between East'and-West took place. 
An all sea route to India via the Cape of Good Hope was 
discovered. Upto that time the trade with Europe had to 
follow the sea route through the Indian Ocean and the Red Sea, 
and then the goods were carried by land over the Isthmus of 
Suez, and then again through water over the Medeterranean. 
The new route was discovered on account of the Portuguese 
quest for a sea route to India, 

For almost three centuries after this event there were 
rivalries between the European Countries, Portugal, Holland, 
England and France to capture the lucrative trade with India 
and beyond. 


(1) For further details' see, Moreland ; India at the Death of Akbar. 
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The European traders got concessions from the Muslim 
rulers and established what were called thetr ‘factories’. These 
were centres where goods were collected before they were 
exported or sent into the interior as the case may be “Through 
the negligence of Subedars and their officers,” writes 
Abul Fazal In his Aynee'Akbari, “ several of the Sirkars are in 
the possession of the Europeans , amongst the number arc 
Mummun, Surjaun (St John) Tarapoor, Mahuna and Bussy 
(Bassien) which are cities and Emporiums ” 

4 The East India Company The rivalries between the 
European traders ultimately resulted in the elimination of all 
but England as far as the trade with India was concerned The 
last rival, France, was eliminated after its defeat in the Seven 
Years War. Thus it was that the British company The East 
India Company succeeded in establishing not only its monopoly 
of trade with the East but also in due course ifs sovereignty 
over what later came to be known as British India 

In the early years the Indian trade of the East India 
Company was not popular with certain people in England. The 
East India Company imported Indian calicoes and spices for 
which there was a great demand n England In return England 
exported specie to India The mam staple industry of England 
before the Industrial Revolution was woollen industry for the 
products of which there was little demand in India Hence the 
opposition This agitation grew stronger as the 18th century 
advanced and as a result high and prohibitive import duties 
were imposed on Indian textiles It was the same 
pressure that compelled the East India Company to reverse its 
policy of encouraging Indian industries The rising cotton 
textile factories in England in the 19th century gave a further 
justification to the new policy which soon converted India into 
a producer of raw materials for Brltisn factories and a market 
for their finished products This meant a complete ruination 
of Indian handicrafts and increased pressure on the already 
overburdened agriculture 

In the hands of the East India Company the foreign trade 
of India increased considerably. At the beginning of the I8th 
century the total value of exports, from India was estimated 
at about £1,000,000 , by 1834 the value of exports had exceeded 
£8,000,000 This latter figure, however, includes trade by private 
European merchants since from 1815 private trade was opened 
to such merhants 

If is, however, the change in the character of trade rather 
than its value that is most signlficiant To take one important 
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item— cotton piece goods, the new trend is indicated by the 
following figures. 


Cotton piece goods imported into England from Iiidia 


1814 

1821 

1828 

1834 


1,266,608 pieces , 
534,495 
422,504 „ 

306,086 ,, 


British cotton manufactures imported into India. 


1814 

1821 

1828 

1835 


818,208 

10,138,720 

42,822,077 

51,777,277 


This process continued during the rest of the century until 
by the last quarter the Indian handicnrfts, with very few excep' 
tions, were entirely ruined. The main exports cons'sted of raw 
materials like cotton, lute, oil seeds etc. and planlations products 
like tea and coffee. In return India imported manufactures 
especially the cotton manufactures produced by British factories 
at Lancashire. 


5. Foreign Trade from 1864 to 1914. During this period 
the foreign trade of India increased by leaps a bounds. The 
following Quin-quennial averages clearly make this point. 



In crores of rupees. 

Quin quennial average. 

Impor: 

Exports. 

Total. 

1864-65 to 1868-69 

31.70 

55.86 

87.56 

1874-75 to 1878-79 

38.36 

0.32 

98.68 

18B4-85 to 1888-89 

61.51 

88.64 

150.15 

1894-95 to 1898-99 

73. 7 

107.53 

181.20 

1904-05 to 1908-C9 

119.85 

165.44 

285.29 

1909-10 ro 1913-14 

151.67 

224.23 

375.90 

Percentage increase over the period. 

375.2% 

301.4% 

329.3% 


Various factors were responsible for this great increase in 
foreign trade, Among these were, (a) Establishment of peace 
and security within the country, (b) improvements in the means 
of communications and transport in and outside the country (i), 
through extension of railway and roads (//) opening up at the 
Suez canal. (HO Establishment of post and telegreaphic corn' 
munications. (c) Improvements in naval architecture and rapid 
growth of mercantile marine fostered by various countries. 

Under the new circumstances it became possible to trade in 
goods of large bulk and comparatively small value. India 
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Exported food stuffs Uke wheat, rice and tea, raw materials 
like cotton, jute, oil seeds, hides and skins in fairly large 
quantities. The imports were manufactures such as cotton 
piece goods, machinery, hardware railway material, glassware. 

Originally most of Indias* trade was with England. As 
time went on the country began to trade with other countries 
as well. The trade with U.S.A., Japan and Germany became 
important by the time the World War I broke out. The British, 
however, still dominated. This was quite natural due to the 
political advantage enjoyed by the ruling power, the initial start 
achived by it, investment of British capital in railways and their 
management by British companies, Bntssh control of shipping 
and banking, establishment of British Trade Organizations in 
the country, like export houses, and chambers of commerce etc. 

This supremacy of the British, however, began to be chal- 
lenged in the closing decades of the last century, first by 
Germany and later by Japan after the Russo Japanese War. The 
new nations took several steps to develop their trade with India. 
They developed their own shipping services, established branches 
of their national banks in India and opened up than commercial 
houses in centres of trade like Bombay and Calcutta The U,S.A. 
did not begin to make direct efforts to promote direct trade 
with India until after the outbreak of World War I. 

The foreign trade of India grew enormously during the 
50 years previous to the outbreak of the 191*^ War as we have 
seen. The growth, however, was not uniform as we look into 
annual figures of trade. Upto 1873 exports increased heavily 
especially between 186‘f to 1869 due to the American Civil War 
which Created great demand in England for the Indian cotton. 
Imports of Gotten piece goods however were cheeked due to 
shortage of cotton, in England. Between 1873 and 1900 the 
trade developed comparatively showly due to uncertainties of 
exchange, the famines of 1876'78, 1895-96 and 1899-1900 and 
visitations of plague in 1896 and 1899. Trade expanded remark- 
ably during 1900 to 1914 especially after 1905. The mam reasons 
were, the stablised condition of the rupee, expansion in public 
works like railways and irrigation and the absence of famines or 
plague. Further Germany and Japan made vigorous efforts to 
expand their trade with Indla.^ 

6. The World War I (1914-18}. The War gave a serious set 
back to the foreign trade of India. Exports, however, recovered 


2* For detdied study read F. Ray. Forel^ Trade of lodia. 
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from 1916-17 onward, though imports lagged behind thepre'War 
years even in the year 1918-19. The reduction in volume^ was 
even greater than that in value due to the abnormal rise in 
prices during the War. Thus in value imports fell from £127 
million in 1914-15 to £125.7 million in 1918-19. In volume, how- 
ever, the fall was from £127 million to £46.9 million. As regards 
exports while value showed an increase from £166 million to 
£170.2 million during the period, volume showed a fall from 
£166 to £113.5. 

The causes of this set back were cessation of trade with 
enemy and enemy occupied countries, reduction of trade with 
allied countries due to their preoccupation with War ; restric- 
tions on trade with neutral countries to prevent munitions 
reaching the enemy ; sharp rise in freights, dislocation of foreign 
exchange, insecurity of the sea. 

Exports on Government account, however, were stimulated 
on account of demand for war materials, sand bags, boots and 
other apparel for soldiers, etc. The gap in imports was partly 
closed by goods coming form Japan and U.S.A. This led to 
some changes in the direction of trade. 

A welcome feature of war time trade was the greater 
percentage of manufactured goods in Indian exports. This 
rose from 22.4% of the total in 1913-14 to 36.6% in 1918-19. 
Indian industries like cotton, jute, leather, steel and iron received 
artificial stimulus. Full advantage of the situation, however, 
could not be taken on account of the shortage of machinery 
and other essential stores which could not be imported in 
adequate quantuties. 

7. The Inter-War Period 1919 — 1939. A trade boom 
followed the War because of the removal of war time 
restrictions and resumption of normal intercourse among the 
nations. There was a brisk demand for Indian produce on the 
part of Western countries which were reviving their industries. 
Soon, however, the markets of India’s best customers Great 
■Britain, U. S. A. and Japan were glutted with Indian produce. 
The resources of the Central European countries were shattered 
by the War. The rains in 1920 in India were un^tisfactory ; 
there was a severe crisis in Japan ; the Indian Government 
failed to stabilise the rupee at 2s gold. Hence the slump in 
exports, which after rising to Rs. 336 crores in 1919-20 reli to 
Rs. 248 crores by 1922-23. 

t 

1. To compare changes in volume the imports and exports for 1918-19 
are expressed in prices of 1913-14. • • 
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The imports, however, expanded rapidly due to pent up 
demand dunng the War being released : orders for machinery 
etc , given earlier began to pour in, high exchange also gave 
stimulus to import. Imports thus increased from Rs. 221.7 
crores in 1919-20 to 347 crorcs in 1920-21 and gradually came 
down to Rs 246 crores in 1922-23 and Rs 237 crores in 
1923'24. As a result the balance of trade which was almost 
always in favour of India and was as high as +114.3 crores in 
1919-20 came down to -79 8 m 1920-21 and -33 9 in 1921-22. 

Trade recovered after 1922-23 especially the import trade. 
Conditions improved steadily until 1929-30 The favourable factors 
were progressive stabilization of European currencies, improve- 
ment in the credit position of the Central European countries, 
settlement, though temporarily, of the question of Reparations 
under the Dawes Scheme of 1924 This revived Indian trade with 
Europe In the country the harvests were good and exchange 
comparatively stable. 

From 1929 onwards the world trade was seriously afifected by 
the economic Depression the repercussions ot which continued 
right up to the octbreak of the World War 11 m spite of 
temporary recoveries in some years. The immediate cause of 
the depression \vas the crash m the New York Stock Exchange 
(The Wall Street) which initiated a general fall in prices which 
ultimately enveloped the whole world in a depression. Behind 
this crash were several ocher factors which really contributed 
to the Depression. Among these were . Maldistribution of 
gold in the world wnich starved countries outside France and 
America of their central reserve and forced on the central 
banks policies of deflation , over production of agricultural goods 
due to application of science to agriculture, political troubles, 
policies of economic self sufficiency adopted by several countries 
etc. Hence bclateral agreements, tanf barriers and quota systems 
The result was a serious set back to mtetnaclonal trade. India 
was naturaffy aiTcctcd as a part of the worW trade system. 
Since the depression affected agricultural countries more 
severely, India, being an exportcrof agnculturalraw raatcnals, had 
to bear the additional brunt of the depression on this account 
also On account of the reduced purchasing power of the 
agricultural masses their capacity to buy foreign goods declined 
whl^ affected the import trade. The value of exports had 
fallen to Rs. 237 crorcs m 1923-24. There was a revival to 
Rs. 263 crorcs by 1928-29. The Depression again reduced them 
to Rs. 163 in 1930-31 and to their lowest point of Rs. 117 crores 
in 1933-34. After this they gradually revived with a setback 
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during 1936 37, until they stood at Rs. 169 crores in 1939-40 
As reprds exports, after the low figure of 1921'22 (Rs. 248 
crores) the figure revived to Rs. 400 crores in 1924-25, fluctuated 
between Rs. 300 crores and Rs. 400 crores in the following years 
and fell as low as Rs. 225 5 crores in 1930-31. The lowest point, 
however, was reached in 1932-33 when it stood at Rs. 136 crores. 
The result was that the positive balance of trade almost 
disappeared being Rs. 1*05 crores (compared to Rs. 15 crores for 
1928-29) for that year. In subsequent years there was revival of 
exports and for 1939-40 the figure was Rs. 213 crores.^ The balance 
of trade had revived to Rs. 44 crores for that year. The trade 
had not yet recovered its pre-depre-sion level when the World 
War II broke out in September, 1939. 

8. World War II. The War changed the whole situation. 
Productive activity was stimulated. Prices rose, 'demand for 
Indian produce for purposes of War increased. Indian 
industries got stimulated. But full advantage of the War could 
not be taken by India due to several factors. Among these were : 
the Government had to impose rigid controls on imports and 
exports in the interest of War requirements ; many good 
markets disappeared as had happened in the previous War. 
There was shortage of shipping. ' The suppliers of our imports 
like Great Britain and U.S A. were preoccupied with production 
of war essentials and hence our imports fell. Exports, however, 
did not suffer so much because of the greater need of Indian 
produce for War purposes. 

Trade statistics of the period do not reflect the real 
position. Firstly, they do not include the enormous purchases 
made by the British Government in India for the War effort. 
Secondly the goods supplied by U.S.A. under the Lend Lease 
System, are also not taken into account. Thirdly, some countries 
sold gold and silver in India through the Reserve Bank in order 
to make payments for Indian exports, this item also remains 
excluded from imports. Finally the figures do not include the 
value of purchases made overseas by the Indian railways. 

With these qualifications the trade figures indicate that 
imports improved from Rs. 157 crores in 1940'41 to Rs. 173 crores 
in the following year. This was followed by a serious decline 
to Rs. 110 crores in 1942-43 due to the intensification of the 
War in 1942. The figure then gradually improved to Rs. 241 
crores in 1945-46. As regards exports, there was a sirnilar set 
back after 1941-42 when the figure stood at Rs. 237 
As in the case of imports the lowest point was reached 

(1) After 1936-37 trade figures of Burma vyere excluded. But this doeg 
not affect the general trends described. 
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in 1942 when the value of exports was Rs 187 crorcs There 
was a steady improvement after that due, among other reasons, 
to the steps taken bv the Government (including sending of 
a Mission Gregory'Meck Mission to U S A ) to find alternTfivc 
markets for the Indian produce, especially in America, and to 
the larger demand for Indian goods by the Middle Eastern coun- 
tries Indian exports (private merchandiee) improved to Rs 210 
crores in 1944-45 and Rs 242 crorcs in 1945 46 

There were some significant changes in the direction of 
trade during the period under review as the following figures 
reveal — 

Percentage share of Principal countries in India’s Trade 


A — Exports 


Countries 

1 190914 

1914-19 

1938-39 

1 1944-45 

U K. 

251 

311 

34 3 
55'6 

293 

Total British Empire 
Middle Eastern coun- 

411 

517 

654 

tries 

05 

16 

6 

64 

USA. 

75 

119 

84 

213 

]apan 

Total foreign coun- 

75 

117 

88 

tries 

589 

43 3 

464 

34 6 


B —Imports. 


U.K. 

62 8 

565 

305 

19 9 

Total British Empire 
Middle Eastern coun- 

69’7 

65 4 

58-1 

38 8 


04 

06 

23 

33-3 

U.SA. 

3*1 

I 70 

64 

250 

Japan 

25 

10 4 

103 

.. 

Total foreign coun- 
tries j 

303 

1 346 

419 

617 


Thus, as regards exports, whatever the fluctuations during 
Individual years, the general tendency upto the outbreak of 
the World War 11 was, that United Kingdom v\8s increasing her 
share in Indian exports, and so was the British Empire taken 
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ns n whole. As a result of the War while United Kingdom’s 
share decreased, that of the Empire as a whole increased quite 
significantly. A study of detailed figures show that this 
increase occurred chiefly in the case of Ceylon, Australia, 
South Africa, East Africa and Canada. 


^ _ As regards the non-empire countries, their share collect- 
ively speaking decreased considerably. Among them U.S.A., 
however, increased her share enormously especially as a result of 
the recent War. The Middle Eastern countries bacame important 
importers of Indian goods during the War period. Especially 
Iraq and Iran. Japan was maintaining an important position 
upto the War but disappeared when it became an enemy country. 

As regards imports, United Kingdom’s share fell to one- 
third ns compared to the early years of this century. The 
British Empire’s share fell by one-half. Detailed study, how- 
ever, shows that the shares of some individual Empire countries 
impro\'cd c.g. Australia and British East Africa. Among the 
foreign countries, which collectively doubled their share in 
the Indian imports over the whole period covered by the 
statistics, special gains were made by the Middle Eastern 
countries and U.S.A. And these were made mainly during the 
recent War. Among the Middle Eastern countries the greatest 
, share in imports, in 1945-^6, belonged to Iran (24-5 per cent.) 
due to imports of petrol during the War. 

A word may be said about the composition of trade and 
variations in it during the period under review. 


Imports (percentages’- of total). 



1909-14 

1914-19 

1938-39 

1944-45 


average 

average 



Food stuffs. 

i4’9 

18*6 

16 

10 

Raw materials. 



23 

50 

Manufactures. 



61 

31 

Exports (percentages of total). 

Food stuffs. 



n 

20 

0/C 

Raw materials. 




20 

Manufactures. 






(1) Percentages do not add up to a hundred in some 
item unspecified postal articles’ and ‘living animals have been ignored. 


the 
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It will be seen that the two Wars gave stimulus to home 
industries by reducing foreign imports of manufactures and 
creating bigger demand for Indian industrial products. The 
Second World War produced bigger results in this connection. 
Export of raw materials and import of foreign manufactures 
were borh reduced due to the same reason — greater industrial 
activity in the country. This benefit, however, did not fall 
proportionately to the share of Pakistan areas. 

9. Post-War Period, 1945-47. — ^Thc year 194546 witnessed 
the return of peace following the unconditional surrender of 
]apan early in August, l945i about four months after the 
surrender of Germany. India’s industrial equipment, over 
worked to breaking point during the War, had to be replaced. 
Then there were plans for postwar reconstruction which had 
been delayed due to difficults of importing essential capital 
goods. The diversion of productive resources to War purposes 
had resulted in an enormous shortage of consumers good. 
The food situation was far from satisfactory and the Govern' 
ment had to import food from abroad. 

Abroad the cessation of hostlities had put an end to 
the commercial isolation of large parts of Europe and Far Hast, 
the resources of which had been mobilized for the pursuit 
of the policies of Hitler, Mussolini and Hlro-Hito. Thus the 
situation was ripe for expansion of trade. But the productive 
capacities of the bellegerants, except U.5.A , had been seriously 
undermined. U.SA. must bear the responsibility of supplying 
essentials for the reconstrictlon of War ravaged economies of 
Europe and some Eastern countries. But the question was: How 
to purchase American goods when there were no means of paying 
for them ? Hence arose one of the most important problems 
of the post'War period viz the Sterling Area’s inadequate 
holdings of non-sterling exchange, particularly dollars. This was 
the main consideration for continuing the restrictions on trade 
imposed during tbe War by countries including India. The 
LcasC'Lcnd method of aid by U.S.A. terminated In September 
1945. The first practical step taken to eliminate the existing 
restrictions on foreign trade was the Anglo-U. S. Financial 
Agreement, which gave a loan of 4’4 billion dollars to Britain. 
It Was hoped that restrictions on trade would be soon liberalised. 
The establishment of the International Monetary Fund early in 
1946 was another important step in the direction of promoting 
greater flow of goods among the nations by giving them assistance 
to tide over their balance of payments difficulties. The Inter* 
nation Bank fot Reconstruction and Development was established 
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for the purpose to hcipinn the reconstruction of War damaged 
economies and development of under developed countries. This 
also had n bearing on expansion of international trade through 
increasing economic development. But these were to be long 
term results. The idea of the I. M. F. was to put financial 
relations between countries on a stable multilateral basis. 

As for Europe, the U.S.A. gave substantial financial assis- 
tance for the rehabilitation of the War damaged economies of 
European countries, through what is known as the Marshall 
Plan. Balance of payments difficulties, however, became very 
acute, in spite if these steps, and culminated later in the 
devaluation of the pound sterling and currencies of a large 
number of other countries, including that of the Indian Republic. 
But this was in 1949 a period which does not fall under our 
review here. 

As regards Indian trade, due to causes already mentioned, 
it revived after the termination of hostilities as is indicated by 
the following figures.^ 

Value of merchandise in crores of Rupees. 

Imports. Exports. Balance. 

1945-46 292 15 266*39 -25’76 

1946'47 330 21 320*34 -9*86 

But imports increased in a greater proportion to exports 
due to reasons already given above The result was an adverse 
balance of trade. The adverse balance of trade was an excep- 
tional phenomenon for prepanition India, After partition 
adverse balance became a normal feature of the trade oi the 
Indian Republic, because of the great changes that occurred in 
the nature of Indian foreign trade when Pakistan areas were 
separated. But more of this In the next Chapter. 


(1) Including Prlvat and Government account. 



CHAPTER XVII 

FOREIGN TRADi 
Post Partition Trends 

1, Consequences of Partition. Before we consider Pakir* 
tan’s trade separately ic would be Instructive to see how Parti- 
tion affected the volume and character of foreign trade of 
the two successor states The first complete year after 
partition was 1948-49. We shall refer to the statistics of this 
year when comparing the position of the two countries 

The total trade of prepartition India during the year 1946- 
47, the last complete year of old India, was Rs. 650 5 crores. The 
total trade of India and Pakistan taken together for the year 
1948'49 was Rs 1151.5 crores. This figure does not include the 
over land trade between the new countries. Thus the sea borne 
trade increased by over 43 per cent. Imports increased from 
Rs. 330.2 crores to Rs. 636 5 crores or 48 percent, and exports from 
Rs. 320 3 crores to Rs. 515 crores or 60 per cent, during the same 
period. One reason of this was that the countries had to rely 
upon foreign imports in many cases where the two regions 
supplied each other s needs before partition. For instacc, Pakistan 
had to import textiles, and India food and raw material from 
other countries under posc'parcition conditions. Moreover, some 
increase was due to the fact that what was domestic trade bc" 
came international trade between the countries. Another reason 
was the reconstruction needs of the two states and the scarcity 
of goods created during disturbances, accompanying and 
following partition. Scarcity of consumer’s goods m Pakistan was 
specially noticeable due to her backward industrial position. 

Out of the total Indo-Pakistan sea borne trade over 82 
per cent, was India’s trade and just under 17^ Pakistan's. This 
latter was less than proportional to Pakistan s population. But 
It in a way indicated a greater relative self-sufficiency of Pakistan 
as compared to India. 

Classified according to categones of articles i.e., Food, Raw 
Materials and Manufactures, the foreign trade of the two 
coututies indicated the relative degrees of their industrial 
development. Thus as regaads exports 87.4^ of the total value 
CRs 80 crores out of Rs. 92 crores) was accounted for by raw 
materials so far as Pakistan’s exports were concerned as against 
India’s 23.3 per cent. (i.e.» Rs. 99 crores out of Rs 423 crores worth 
of total exports). On the other hand while 55.5Z of India’s 
exports (Rs. 235 crores) consisted of manufactured goods, for 

343 



344 ECONOMICS OF PAKISTAN 


^^kistan^tMs^) category accounted for only 4.4% of the total. 

As regards imports raw materials formed 24.1% (Rs. 127 
crores out of Rs. 527 crores) of India’s imports and only 8-3% 
(Rs. 19 crores out of Rs. 109 crores) of Pakistan’s. Actually raw 
materials were still more important in the import trade of India 
if account is taken of the land borne trade, because the bulk 
of the raw jute imports from Pakistan into India came over 
land frontiers. As to manufactures in total imports their 
percentage was 78.2% (Rs. 85 crores) in the case of Pakistan and 
only 56.2% (Rs. 296 crores) in the case of India. About 20% of 
the value of Indian imports (Rs. 99 crores) was accounted for by 
food stuff. Pakistan normally has a surplus in food, but 1948 
being a bad year, due to floods, Pakistan imported food (includ- 
ing drink and tobacco) to the amount of about Rs. 14 crores 
which formed about 13% of the total imports. 

Finally, as regards the balance of trade, taking sea borne 
trade alone, India had an unfavourable balance of Rs. 103.9 
crores and Pakistan of Rs. 17.6 crores. If the export of Pakistan 
goods via Calcutta is also taken into account her unfavourable 
balance is reduced to Rs. 4.85 crores only. In both cases re-ex- 
ports are taken into account. If the land borne trade between 
India and Pakistan is taken ' into account, India’s adverse 
balance would be still greater. On the other hand Pakistan 
would show a favourable balance of trade of about Rs. 78 crores 
according to one estimate. According to another estimate which 
takes into account Pakistan’s ovenland trade with Afghaistan 
and Iran and also takes into account government transactions 
the favourable balance would be Rs. 42.3 crores. Of this more 

later.^ i j . u ’ 

This favourable position, howover, did not last during the 

following year as we shall see. 

2 , General Trends in Pakistan’s Sea-Borne Trade. Pakis' 
tan’s foreign trade falls under two categories (a) Sea-born trade 
which passes through its two ports, Karachi (West Pakistan) and 
Chittagong (East Pakistan^), (b) The overland trade which is 
constituted by goods moving across the land frontiers between 
Pakistan on the one hand and the Indian Republic, Burma, 
Afghanistan and Iran on the other. .A^conside^ra^ proportion_ 
of trade with the In^ianJReDubl^unHT g ently has pee n_ove^ 
land. The bVerlahd trade with Ifairand"Burma is not so important 


(1) See Section on Balance of Trade below. 

(2) Recently an inland port Chalna has also been opened 

purposes. - - 
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and separate figures for them are riot available. .-Trade wit h 
^Afghanistan is quit e sub stant^ The statistics of sea'borne traTe 
are bec5ining-mofe''and more~rcliabIe and these give a fairly 
comprehensive picture of Pakistan’s trade with the oversea 
countries. 

The statement given below indicates the overall position 
as regards imports, exports and balance of trade in the case of 
sea borne trade of Pakistan. (Private account). 

Trends of Trade 


Pertod. 

Export of 
Palcltcan 
Merchandiie 
(Private) 

Re-exports 
of Foteien 
Metchandlte 
(Private) 

Imports of 
Foreign 
' Merchandise 
(Private) 

Balance of 
Trade 
(Private) 


1 

R). crores 

1 

Rr. crores 

Ri. crores 

Ri. crorea 

ISth Aui!. 1947 CO 





3I(C March. 19431 

42‘47 1 

6*52 

13 83 

+35*11 

lit April. 1943 CO 
31fc March. 1949 

1 

9841 , 

6’II 

I»37 

-4*85 

lie April. 1949 to 
31se March, 1950 


7*61 

1 111*40 

-2183 

lit April, 1950 to 
31se Ausuir, 1950 

•HW 

n) 

40*77 

+I5'« 


(1) Excludei sea-borne trade with India. 

(2) Includes trade in transit (la Calcutta July, 45 to July, 1950. 

(Source: Department of Commercial Intellisence and Statistics.) 

It should be noted that the figures for 1943-49 are subject 
to two qualifications. Istly right upto March 1st, 1948 goods 
could move without any customs barriers (except Pakistan’s 
export duty on Jute and cotton) across the frontiers of the two 
Dominions. It was, thcrcforcs very difficult to separate the 
figures of imports and exports, passing through the two ports 
of Pakistan, according to whether they referred to Pakistan or 
the Indian Republic. 2ndly under the Standstill Agreement 
with the Indian Union it was decided to issue a joint publication 
in respect of the foreign trade of the two Dominions for the 
year ending 3l8t March, 1948. Concquently, Pakistan’s sea-borne 
trade with the Indian Union was excluded from the figures 
issued for this period. Such trade, however, was included from 
July, 1948 onwards. 

The tabic given above shows a steady growth of foreign 
trade of Pakistan since the plrtltion. Taking imports and ex- 
ports together the average per month was 'about Rs. 7^ crores 
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dupng the fitst 7^ months, Rs. 17^ crores for the year 1948'‘49, 
Rs. crores for the year 1949'50 and Rs, 19*4 prores for the first 

The_.s et bac hClfox-t-he-iyear 
l§TRp5P_was_.due_j;o_fplLi|]^xports iramediately^ter_the exchanee 
cnsjs^as jve.shall see. Onlhr^hlerTiand'lmports 

from less than Rs. 2 crores a month during 
fhc first 7fi months after partition to Rs, 9 crores a month for 
1948'49 and sltghply oyer this figure for 1949-50, For the fir^st 
five months of theyear 1950r51 the monthly average of imports 
has been over Rs. 8 crores and of exports of over Rs. 11 crores. 

3, Factors Influencing Trade. These changes can he 
explained with reference to various events that had impact on 
the foreign trade of Pakistan- Thus immediately after partition 
the whole foreign trade machinery of the country was thrown 
out gear of as was also the case with various other sections of 


ouf economy. Trade, industry ' and agricultural finance was in 
the hands of non-Muslims. With rheir migration out of the 
country its economic life got almost paralysed. This was specially 
phe case with trade. The exporters and importers and tHe 
financing agencies with all their old connections suddenly dis- 
appeared, Imports suffered especially because almost the whole 
of fhc whole-sale and retail business was the monopoly of the 
non-Muslims. The Muslims took some time to enter into a 
field which yvas quite new to them. Exports being a few raw 
materials, rnainly raw jute and cotton, could be more easily 
bandied. Moreover, jute being one of the chief articles of 
export and a product of East Pakistan where emigration of non- 
Muslims was not serious, the export trade suffered relatively less. 
Hence such a big difference between the exports and imports 
for the first 7^ months after partition. Another factor was that 
impeprs v>’ere under strong restrictions due to the import 
controls, a legacy of the War and the early post. War ppriop. 
Pakistan took some time to revise these restrictive policies jn 
t^e light ,of her new needs. 

for the year 1948"49 we find an .enormous ipetea^ in 
pur foreign trade, especially the import trade. Thin^ ,w.ere 
settling down to normal. Muslims \yete entering into business, 
and above all the Govemraent released their import restric- 
tipns from A.ugust, 194S onwards. This was necessitated by tne 
acute shortage of .consumer good that prevailed in the coum 
try after partition. The Pakistan areas used r 

what had now become the Indian territories tor most .ot tp 
needs of manufactured goods and for certain essential ' 

Pakistan areas were relatively less ^ 

Pakistan regions thus depended other parts pf th 

continent of India for cotton, textiles, jute manufactures. 
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tobacco manufactures an4 a lot of other siindrv industrial 
products. In addition these regions being short of mitierd]^ 
like coal, iron and most of the other important metals depend- 
ed on what was now the Indian Union for these heeds. Ih 
return Pakistan areas exported to Indian territories raw jute 
superior raw cotton, hides andskins and a few other things. 
All this used to be domestic trade. Now with partition not 
only this trade became foreign trade, soon made subject to 
various regulations, but the circumstances accompanying and 
following the partition were such that normal channels of 
trade were choked. Further, India In her turn was neither 
co-operative nor sympathetic to meet Pakistan's needs and soon 
after the expiry of the Stand Still Agreement (March, 1946) 
declared Pakistan *a foreign territory’ for purposes of tariffs 
and levied high export duties(l) on goods needed by Pakistan. 
Pakistan also imposed duties on raw jute, raw cotton, hides 
and' skins and cotton seeds in the budget (2) f or 1948-49. But 
these latter duties were comparatively low and had only 
collection of revenue in view. 

The net result of these developments was a serious short' 
ace of essential goods especially consumer goods m PaklStah^ 
The Pakistan Government tvos thus compelled to revise and 
liberalise their Import policy to encourage foreign imports of 
siich goods into the country. This was done in August 1948, wheri 
free import On Open General License (O.G.L) was alloWcd in 
the caSe of d wide range of articles including consumer goods, 
in order to remove the scarcity that prevailed. Practically all 
imports from soft currency countries were made free of 
restrictions and the imports of machinery hnd capital goods 
from hard currency countries were freely licensed The impofi 
of essential consumer’s goo-^s from hard currency countries 
were also liberalised. This new policy coupled ivlth the 
improvements In the means of communications and the emergence 
of new imp ■ ' .. j, *•-* the trade. consfdct' 

ably, thus t • * Tores In the month 

of June to I ‘ . -ores in August and 

w'cre maintained at about that level for the rest of the 6nancial 
year. Imports from foreign countries other than Indio rose from 
Rs. lUl crorcs in the first half of 1948 to R*. 31.05 crorcs 


J f atfort r*rn 

" I • ■•■11 , ft tori on ve£ttibl< 

oU* 1 . ,f ■ .1 -tf 

,, ■ ■ •* , 1 ■ ^o’oeto the indiin 

JJ" ■■ - I ■ ■ ■ pttbaleof 400 lbs., 

hid I i ' i , ' I , , I 4 
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during the second half of the year, in fact they remained hieh 
upto September, 1949. Imports during August, 1949 wereRs. 13 
crores and for September, 1949 Rs. 11 crores. This resulted in 
a considerable fall in wholesale prices. 


In October, 1949 import policy was again revised. This 
revision was necessitated by an event of very great importance 
in the world of international exchange. In September, 1949, 
Great Britain, hard pressed by her growing adverse balance of 
payments, was compelled to devaluate the pound sterling in 
terms of the dollar to the extent of about 30 per cent. A large 
number of other countries mostly of the sterling block followed 
suit. India’s balance of payment had been seriously against her 
since the partition, due to her needs for importing food and 
essential raw materials. India also welcomed this opportunity 
of devaluating her currency and did so to the same extent as 
Britain had done. Pakistan surprised the world by refusing to 
lower the value of her rupee. Pakistan took this decision 
because she had nothing to gain by_deyalu; ^ing the rupee and 
she was not troubled by any balance of payments problem. In 
fact her trade balance was heavily in her* favour on the basis 
of the trade statistics relating to the year 1948-49. India, how- 
ever, did not like this policy of Pakistan and insisted that the 
latter should also devaluate in the same way as she had done. 
Since Pakistan refused to give in to Indian pressure India 
stopped her purchases of raw jute, cotton and other Pakistan 
products and imposed further restriction on her articles of 
export to Pakistan. The result was a trade and financial dead- 
lock between the two countries. Since about 60% of Pakistan’s 
trade used to be With India this created a serious situation for 
Pakistan and Pakistan was threatened with an adverse balance 
of payments especially when other foreign countries also 
delayed their purchases, hoping that Pakistan would ultimately 
devaluate her currency. Pakistan, however, had no intention of 
doing so. The Government to protect her foreign exchange 
resources and to prevent the emergence of an adverse balance took 
steps to discourage indiscriminate imports and to encourage the 
exports. 

Thus soon after taking decision not to devaluate the rupee 
rhe Pakistan ' Government suspended the Open General 
Jcence. jAcco^ng_^ the_cojnmerci3djpolicx£n^^^^ 
Dctober 1949r~unTicence3 transactions were allowed with coun- 
nes“dtlref=^fhan those of the American Account Area only w 
es'pect of certain essential commodities e.g.» machinery! mil 
^rk, drugs medicines and • selected chemicals, metals and ores, 



POST PARTITION TRENDS 


349 


mineral olls> coal and colce, milk products) dyeing and tanning 
substances, trucks and jute manufactures. All other items of 
imports including cotton piece goods were made subject to 
licensing. Further in the case of cotton piece goods a quota 
system was later introduced and the traders were allotted quota 
on evidence of their past transactions. The idea was not to 
allow the market to be glutted by too much of imported cloth 
ai it had happened in previous months. 

As regards exports, the Government reduced the export 
duty on Desi cotton and also took various measures to meet 
the jute crisis, whlcb resulted from India’s refusal to lift Pakis- 
tan jute except at her own prices — which meant depriving the 
producer of the advantages of the non-devaluation of the 
Pakistan rupee. These measures we shall discuss In another 
connection. (1) 

The effect of the new measure is reflected in the figures 
of trade. As regards imports they fell from Rs. 11.3 crores In 
September, 1949 to Rs. 6.3 by December, 1949 and 5.6 fn Feb- 
ruary, 1950, Later they improved slightly and were Rs. 7.7 crores 
for March 1950, Exports by sea only had a small set back since 
most of our trade with India was over the Imd frontiers and 
much of our iute,cottonand oil seeds were diverted to countries 
other than India. The value of exports for September was 
Rs. crores. They fell to Rs 4.1 crors by November but 
then improved suddenly to Rs. 8.5 crores in December, Rs. 8.7 
crores in January and maintained that level for the next two 
months of the financial year. Thu8^,Jaki3i.an!8_poHcy-of—dis* 
couraging Imports and—cpcou racing export to^j ixauntrlea^other 

( than inai^^va8-- ^cce3sf^ THeloss m out'^purt trade with 
Tndra^v^landrHoweverT^as not made up by this diversion 
though the crisis was successfully met. Even as regards our sea 
borne trade the year 1949'50, ended with an adverse balance to \ 
the tune of about Rs. 22 crores. 

, The trends of trade for the earlier monthes of the year 1950- 
' 51 were favourable to Pakistan.' So much so that in June 1950 
the Government was again able to libeallse her import policy 
with effect from 1st July, 1950. As regards imports of machinery 
chemicals and other requisites of Industrial development, 
they were allowed to the imported unlicensed from soft 
currency and other areas with be exception of the American 
Account Area even under the policy of October, 1949. In June 1 
these articles were put on the Open General Licence even from ij 
the Amccican Account Area. Now they can be imported from j I 


(OSeeP. 172. 
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/.^»t-.P-art_j3f..lbe-Wqd^ In the case^of Japan t%0, G. LwllI 
/cover not only machinery anH chemicals Bct'^aT^ cottori clollT 
j_i.^ 9 „yarn. In tKe case of the rest of the World which' 

/ all soft currency areas, Argentine, Belgium and West Germany 
important additions have been made to the items* which can be 
imported without a licence from l^uly, 1950 to 30th June, I95L 
The result has been a considerabTeiticrease~tir'~nhporMr""^From 
countries other than India the value of imports increased from 
Rs. 5 6 crores in June 1930 to RS..10.7 ctores in September 1950 
— almost 100% increase. 

4. Balance of trade. The trends in imports and exports 
studied in section 2 and 3 are reflected also in the balance of 
trade position of the country. During the first 7| months after 
partition, Pakistan had a heavy favourable balance of trade in 
merchandise on private account amounting to Rs. 35T1 crores 
even though the trade with India, both overseas and overland, is 
not taken into account. The reason was exceptionally small 
imports father than very heavy exports. For the year 19.48-49 the 
balance turned-against Pakistan. Ignoring re-exports of foreign 
goods; exports through Calcutta and also the overland trade the 
adverse balance amounted to Rs. 17*63 crores. If Pakistan 
merchandise exported through Calcutta and re-exports of foreign 
merchandise are also taken into account the adverse balance 
>f sea borne trade was only Rs. 4'85 crores. If the figures of 
nd borne -trade are also added the balance of trade was heavily 
favour of Pakistan. It has been estimated that aS regards 
and borne trade with India Pakistan’s favourable balance was to 
the tune of Rs, 59 crores^. This more than countery balanced 
the deficit with other countries. The reasons for the sea borne 
trade balance turning against Pakistan have already been given 
in the: previous section. Imports increase at a higher fate than 
exports due to the liberal commercial policy adopted in Au^’st* 
1948. . , 

The balance cf sea borne trade, was still more heavily 
against Pakistan for the year 1949-50, due to Pakistan’s defcision 
not to devaluate her rupee and the cbnset^uent trade deadlock 


(1) Among these items are : metals ores and tools, books, asbestos maii^ 
factures, earthenware pipei and sanitary ware, fibre boards, chemicals, drugs' and 
medicines, dyes, dyeing and fanning substances, various types of glass and 
earthenware, electric iristrumfent and appliances, machinery, matches, mitieral 
oils, paper, butter, Ghee and cheese, milk foods for infants, spices, wool tops, 
silk yarn and thread, wollen yarn and knirting wool; Wobllen piece goods, 
aeroplanes, and parts, complete cycles, motor trucks arid parts and accessories or 
motor vehicles, wood and timljer, umbrella fittings, plastic sheets, rods and 

tubes and tea chests and racks. , „ , , r- • n cnt 

(2) Dr. B. Ghose ; Indian Economics and Pakistan Economtcs.- f. JUb. 



POST PARTITION TRENDS 


351 


with India. The position is tabulated below on the basis of 
available statistics of sea hope as well as land borne trade. 

Balance of trade 1949'50. 

1 

Exports by Sea. 

2 

Over land exports to India. 

Tptal exports. 

Imports by Sea. 

Over land imports from India. 

Total imports. 

Balance of trade In Mercandlie 

(1) Includes imports and exports on 
except Defence items. 

(2) Over land trade with Afghanistan, Burma and Iran has 

been ignored. No seperate figures arc available but the volume 
if this trade is small. . - - - " 

JThuJ for the year 1949-50 Pakistan had an adverse balance 

of trade in mercandlse to the value of about Rs. 15 crores. This 
was mainly due to suspension of trade with India after the no- 
dcvaluation decision of Pakistan in September 1949. Had the 
decision been taken earlier In thevear, the adverse balance pro- 
bably would have been still more heavily against Pakistan. On 
the other hand it should also be noted that India’s attitude to 
Pakistan's exchange policy was not dictated by economic coosi' 
derations alone. India did not lee the normal economic forces to 
determine her trade with Pakistan. She deliberately refused to 
allow normal trade channels to operate. The figures for 1949-50, 
therefore, do not give a true picture of Pakistan's trade poten- 
tialities. On the ocher hand it is not merely the trade in 
merchandise which determines the balance of payments 
position,' which is the real determinant of the strength of a 
tountry’s currency, financial and economic structorc in general, 

jAccoun r to he taken .• • . , ‘tigni 

JpKctKpy Hn mere • ■ i^cte:. 

uRures arc not" ’ ■ ’ ' " * » ition. 

More detailed figuies xor iy40'4y are available on the basis of 
which an attempt may be made to strike a balance. Though 
even here no estimate can be made of ‘invisible* items of im- 
ports and exports. In many respects the year 1943-49 was more 
normal than the year 1949-50. The following analysis is there- 
fore more apt to give an Idea of Pakistan's economic and finanda] 
position. 


95*89 

31*47 

127*36 

114*28 

25*82 

140*10 

-12*74 

Government account 
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Estimate^ of Pakistan’s foreign Trade Balance 
... for 1948-49 


• 

Imports Exports Balance 
Rs. Rs. Rs. 

lakhs lakhs lakhs 

Karachis Private Sea-borne Trade 

88,06 

61,44 

-26,62 

Chittagong’s Private Sea-borne Trade 

21,31 

30,67 

+9,36 

. Eastern Pakistan’s Private Dutiable 
an trade with India 

3,29 

86,32 

+83,04 

Rough estimate of Eastern Pakistan’s 
Private non-dutiable land trade 
with India 

1,00 

3,00 

+200 

Sea'borne_jtrade on Government ac- 
« count bxcludinglDefencilitems) ... 

■ 8,59 

- 23 

- -7,76 

Land impbftsTnfo East Fak stah on 
Government Account 

3,58 

» • • 

-3,56 

Rough estimates of East Pakistan’s 
land trade with Burma 

50 

10 

o 

1 

. Rough estimates of Western Pakis- 
tan’s private land trade wit 
, (a) Afghanistan 

14,00 

7,00 

-,700 

(b) India 

2,00 

1,00 

■ -100 

(c) Iran 

27 

17 

-10 

Rough estimates of total imports for 
, Defence 

5,00 

• • t 

1 ' ci 

1 o 

Totals 

1,47,59 

1,89,93 

+42,33 


i The above figures take no account of invisible, imports neces- 
/sitating net payments for salaries) wages, profits, rents,. interest, 
j shipping banking and insurance services performed by fore- 
! igners. Not even a rough estimate is possible of these, since 
no data is available. Trade in treasure is not included. 


(1) These figures were made available to the writer through the courtesy, of 
pf the Apaerican consulate. 
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5. Main Articles of Export. Pakistan’s export trade is 
constituted by a compcrattvcly few items mostly raw materials. 
The two fibres raw cotton and jute alone were responsible for 80% 
of total exports in 1949*50 The table gtved below sets forth 
the value of the chief articles of export for the years 1948*49 
and 1949-50. 


Value of Chief Articles of Export*. 


Chief Articles of 

Export. 

1948-49 1949-50 

Rs. Rs 

lakhs lakhs 

-f increase 
-decrease 

decrease. 1949,50 

Value 

Rs. per cent, 
lakhs 

Hides and skins .. 

5,35.45 

2,97.87 

-23727 -443- 

3 6 % 

Tea 

. 3,77.21 

4,91.26 

-H14.05 4-302 

6 0 % 

Cotton, Raw .. 

. 37,95.51 35,50,46 

-245.05 - 6 9 

43.3% 

]ute, Raw 

37,60.21 29,76,86 

-783.35 -209 

36.4% 

Wool, Raw 

3,35 21 

3,16,32 

-18 89 -5 6 

39% 

Cotton Seed 

1,61 07 

40,50 

-120J9 -74 8 


All other articles 

8,76 87 

5,17,93 

-358.94 -40.9 

63 % 

Total 

98,41 19 81,91.24 • 

-16,49.79 -169 

100 % 


It will be seen that total exports in 1949-50 were about 17 
percent. lower than they were in 1948-49. The greatest fall 
occurred in the case of cotton 8 ecd» hides and skin and jute. 
The fall in exports of jute was much greater if we take into 
account over land exports to India. The fall occurred after 
September, 1949, when Pakistan decided not to devaluate her 
currency in response to the devaluation of the sterling and the 
Indian rupee. The excessive fall in the case of hides and skins 
was due mainly to the lower purchases by Spalru Spam reduced 

(I) Does not loclude re*eK ports but tncludes .trsdein trtntit vLt Calcurti 
during July, ISIS to March, 1950 
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•her demand from Rs. 189 lakhs in 1948 49 to only Rs. 62 lakhs 
in 1949'50. Most of the cotton seed used to go to India which 
country reduced her purchases of this article from Rs. 128 lakhs 
in l948'49 to Rs. 4 lakhs in 1949'50. The only article which 
showed substantial increase in export was tea. The additional 
purchase was on the part of United Kingdom which increased 
its demand from Rs. 355 lakhs to Rs. 455 lakhs. The fall in the 
exports of raw cotton was due to to lower purchases by India, 
China and Czechoslovakia. Indian Unions purchases fell from. 
Rs. 15,65 lakhs to Rs. 5,39 lakhs i e. by two-thirds. Czecho- 
slovakia purchased Rs. 72 lakhs worth of raw cotton instead of 
Rs. 114 lakhs worth and China’s demand fell from Rs. 324 lakhs 
to Rs. 101 lakhs. This fall in demand was partly balanced by 
larger demand on the part of France (Rs. 268 lakhs instead of 
Rs. 35 lakhs) Japan (Rs. 487 lakhs in place of Rs. 77 lakhs and 
Hong Kong (Rs. 576 lakhs instead of Rs. 240 lakhs). The fall 
in the export of cotton therefore w as only ab out 7 per cent, in 

1 949-50 as compared ^ t h 1^8-49^ rDe tailed" examlhanolf~~of~^ 

mohthTy figureTsliows thacit''was"6rily in the case of exports / 
to India that the reduction can be co-related with the no- ; 
devaluation decision of the Pakistan Government, f There was j 
a set back in the case of other countries but soon the position | 
improved, when they found that Pakistan intended to stick ; 
to her non-devaluation decision. Where the fall was persistent ; 
it was due to causes unconnected with the ratio question. In 
some cases there was a diversion of trade to nevv markets which | 
partly made up for the loss of tra de with In dia. , 


■ 6. Jute Exports, The commodity that was worst affected 
by Pakistan’s decision about exchange rate, and the consequent 
refusal of India to continue normal -trade relations with Pakistan, 
was raw jute. The following table shows how our export of jute 
was affected by this decision. 

Export^ of jute from Pakistan by Sea. 


(1) Includes trade in transit via Calcutta during July 1948 to March 1950. 
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In lakhs of Rupees. 


“decrease 


Destination. 

1948-49 

+ increase 
1949-50 in 1949-50 
over 
1948-49 

U.K. 

685.77 

90667 

+220.90 

Indian Union. 

6.26 

3.74 

-2.52 

Rest of common Wealth and 




Empire 

69.21 

45.54 

-23.67 

Total Common wealth and 

761.24 

955 95 

+194.71 

Empire. 

— 



Belgium 

500.18 

150.95 

-329.23 

Czechoslovakia 

69.45 

68.52 

-.93 

France 

398 61 

461.55 

+62.94 

Germany 

445.94 

215.01 

-230.93 

Italy 

132.55 

175.15 

+42.60 

Rest of Europe 

21268 

341.09 

+12841 

Total Europe 

1759.41 

1412.27 

-347.14 

U.S.A. 

805.90 

343.29 

-462 61 

South America 

238.59 

70.84 

-167.75 

U.S.S.R. 

107.13 

81.15 

-25.98 

Other countries 

87.95 

113J5 

+25.40 

Total 

37,60.22 

29,76.85 

-783J7 

Exports to India by land 

82,23.00 ■ 

18,34.00“ - 

-63,89.00 

Total 

119,83.22 

43,10.85 

-71.7Z37 


It will be seen that the export of jute In 1949-50 as com- 
pared with that of 1943-49 indicated a fall of 40%. Most of this 
fall however was due to a fall in the imports into India bf land 
t e.t about Rs. 64 crorcs out of Rs. 72 crorcs. The fall jn 


(1) S«e Ptkltnn tnde (Deparrtnent erf Commercial IntelliEeoce) April, 1950^ 
P'3 

(2) IHi Auffuit 1950 p. 3. Total exporta to India are ettimated tt Ra, Z2X)7, 
laUiiof which Ra. 3 74 were by aea leavlogRt. 1^4 lakbaby Uod. 
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overseas exports was only about Rs. 7‘83 crores. It should 
also be noted that the overseas figures given in the above 
table include trads via Calcutta which was at the mercy 
of India. If we take into account only direct exports from 
Pakistan to foreign countries they were Rs. 25 06 crores in 
1949-50 as compared with Rs. 24*83 crores in 1948-49. This 
was in spite of the set back to our exports tha tL^ol lowed the 
no-devaluation dedsion.| Later exports improved considerably. 
The conclusion is that we suffered in our export trade not be- 
cause our decision regarding the rupee ratio was not warranted 
by economic circumstances but because India deliberately refused 
to trade with us. Had India let the economic forces operate 
freely our trade in jute and also in some other commodities 
would not have shown such a serious contraction. 

The jute crisis necessitated immediate action on the part of 
the Pakistan Government and such action was taken. On 
October 22nd, 1949 the Government promulgated the Jute 
Ordinance of 1949. A high powered Jute Board was set up with 
head quarters at Narayan ganj. The National k Bank.. of Pakistan 
was established to finance jute trade. The pakka baling charg^ 
were reduced to a maxim'Qm"of"Rsr4-8'0 a bale and minimum 
pri'es of all varieties of jute were fixed. The Jute Board appoint- 
ed about 150 agents to buy jute at these prices ; the Board on 
behalf of the Government, guaranteed the loss. Action was taken 
through the Jute Board to increase the output of pakka bales 
by making the pakka baling presses work three shifts a day. 
This was necessary because, Istly, India had refused to give 
Pakistan any share of the export duty on Pakistan jute exported 
from Calcutta and secondly, because it is more economical to 
export jute in the form of pakka bales which occupy less space. 

The result was a steady increase in the export of jute until 
in March, 1950 the equ valent of 2,02,339 pakka bales were 
exported, an all time record. 

A result of India’s attitude has been the great shift in our 
export trade in jute from India to some other countries. Apart 
from the trends shown by the table already given above the 
following figures bring out this tendency still more clearly. 
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Export of Pakistan Jute 


July, 1948 

July. 1949 

— decrease 

to June, 1949. 

to June, 1950. 

+incrcasc 

bales 

bales 

bales 

1. Indian Union: 4,132,503 

1.654,275 

-2,478,228 

(including over land) 

2. Hard Currency 963,470 

479.827 

-483,643 

areas 

3. Soft currency 917,565 

1,247.782 

4-330,217 

areas 

Foreign countries othen than 

India (2+31 I.8S1.035 

1,727,609 

-153,426 


The shift hsis been from India and the hard currency area 
countries to soft area countries. Araont: the hard area countries 
the main reductions were among the following. 


Bales 

from to (— ) decrease 

Belgium 274.880 81 .955 - 192.925 

Germany 233,149 115,593 —117,556 

U.S.A. 356,163 219,656 -135,507 

Argentine 79,264 28,071 -51,193 

-497,181 

Among the soft area countries the [main increases were 
among the following: — 

from to (+) increase) 

Portugal 8,140 34,558 +26,418 

France 188.454 275,975 +87.521 

Italy 69,186 135,276 +66,090 

Poland 17.220 59 281 +42,061 

U. K. 394,348 471,768 +77,420 

+299,510 

The gap created by India has not yet been filled and some 
of the hard currency areas have also reduced their purchaici con- 
siderably. but through effective measures adopted by the 
ment and the Increase in demand for Pakistan jute 
new countries the crisis has been controlled and It is * 
during the 1950'5I season Pakistan will be able to * 
jute crop more effectively and profitably. In the 
are being taken to start jute mills within the country * 
should also be noted that the estimated total yield in 
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3,332,853 b.iks as compared with 5,479,095, bales for 1948-49 and 
naturally this d.ifi'ercnce also had to be reflected in the export 
trade. There is very little carry over laft from the last season. 

7. Main Articles of Imports. The import trade of 
Pakistan indicates a much larger variety of articles- as compared 
with exports. About S0~o of the articles imported into the 
country are manufactured goods and the rest consist of either 
raw materials (about S%) or “* Food drink and tobacco ” which 
constitute about 12% of the total value of imports. 

Below are given some of the important articles imported 
on private account into Pakistan during the last two years : 

In crores of rupees 


Atdclcs imported 

194S-49 

1949-50 

Cotton Piece Goods 

26*93 

35*70 

Cotton Ya.rn and Twist 

11*25 

16*36 

Machinery and Mill work 

5*67 

S“25 

\'chicks 

T /C- 

5*22 

hlctals and Ores 

”5* r-*l 

4*53 

Ofl-hlinetal 

2*80 

3*97 

Drugs and Medicines 


•7 S3 

Provisions and Oil man’s sto 

res 2*07 

3*43 

Tobacco Manufactures 

Z 

3*00 

Instruments and apparatus 

res 

1*99 

Hardwa.r 

0*75 

1*32 

Tonal of above 

66*62 

75*60 

Ail the others 

42*75 

35*S0 

Total imports 

109*37 

111*40 


Apart from the above main articles. Pakistan imported in 
1949-53 rubber manufactories worth Rs. I"? crores, peper and 
paste board Rs. 1*57 crores, non-essential and vegetable oils 
Rs. 1*45 crores. dyeing and running materials Rs. 1*94 crores, 
chemicals and cheaiical preparations Rs. 1*44 crores. 

Taking individual commodities it will be seen that cotton 
piece goods top the list, i hese accounted for 23 per cent, ct 
the total ireports in. 1949-50. in 1948-49 they constituted 25 
per cent, of toral imp^ts and 31*5 per cent, of the imports of 
manufactured artic.es. ihis tact should cause concern when 
we know that Fa'stistan is one of t'ne raosr imporranr ram cotton 
producers ar.O exports ot the world. We knov* that about *f5 
uer cent, cf our exports (by seal consist ot raw cotton. 
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The most important sources of our imports of cotton 
piece goods in 1949'50 in order of their importance we^e; 
United Kinedom (Rs. 955 lakhs), Japin (Rs 659 lakhs) Indian 
Republic (Rs. 355 lakhs) China (Rs. 181 lakhs) U.SA. (Rs. 113 
lakhs) Italy (Rs. 60 lakhs), Netherlands (Rs. 35 lakhs) Switzer- 
land (Rs. 33 lakhs) Czechoslovakia (Rs. 31 lakhs) and Brasil 
(Rs. 21 lakhs). Among other countries which sent us cotton 
piece good of the value oi less than 20 lakhs but more than 10 
lakhs were Hongkong, Soviet Union, and Hungary. The most 
important supplier was United Kingdom which was responsible 
for about one third of the total imports of cotton piece goods. 
During 1948-49 India topped the list and sent us Rs. 15*96 crorcs 
worth of cotton piece goods i.e., 60 per cent, of the total piece 
goods imports. The percentage share of India fell to only l4 
in 1949*50 due to trade deadlock following the no'devaluation 
decision of Pakistan. United Kingdom improved her percent- 
age share from 18 per cent of the total to 39 per cent, and Japan 
from 2*3 per cent, to 26 per cent. 

The next import in order of importance is cotton twist and 
yarn. It formed about 10 per cent, of total imports In I948'49 
and 14*7 per cent, in 1949-50. The increased import, 
of cotton twist and yarn is welcome because it provides the 
necessary raw maccrtal for weaving finer qualities of cloth to our 
handloom cottage industry. Even here the ideal should be to 
install spinning mills in the country and produce our require- 
ments of finer kinds of yarn at nome for which we produce 
excellent qualities of raw cotton. 

Below arc given two main suppliers of cotton twist and yarn 


to Pakistan. 

1948-49 1949,50 

Rs. lakhs Rs. lakhs 

Italy 173 494 

U. K. 271 362 

India 173 86 

Egypt 4 189 


Oth;r Important countreis from which Pakistan imported 
cotton twist and yarn in 1949-50 were China (Rs. 73 lakhs) 
Japan Rs. 171 lakhs) and U S.A. (Rs. 33 lakhs). 

For an Industrially under developed country like Pakistan the 
Import of capital goods like machinery is essentia! and should be 
encouraged. Such imports mutiply ‘the productive capacity of 
a country and create -employment in new and more profitable 
fields. In 1948-49 the value of imports of machinery and mill 
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work constituted 5 per cent, of the value of total imports. This 
percentage improved to 7*4 for the year 1949-50. The improve- 
ment is welcome but still it is not an adequate proportion of the 
total imports which mainly consist of consumers goods. 

Pekistan’s imports of machinery come from two following 
countries U. K. (Rs. 4^2 lakhs) and U.S.A. (Rs. 245 lakhs) to- 
gether supplied 70% of the total imports under tins head com- 
pared to the previous year imports from U. K. were 14 per cent, 
greater and from U.S.A. 33*3 per cent larger. Other important 
snppliers of machinery were Japan (Rs. 3 6 lakhs Czechoslovakia 
(Rs. 14*3 lakhs) India (Rs. 17 lakhs), Italy (Rs. 9 lakhs) and 
Germany (Rs. 8 lakhs.) 

The rest of the two important may be disposed of preefly by 
indicating the names of the main supplying countries in order 
of their importance. Thus : Vehicles were supplied by United 
Kingdom (Rs. 266 lakhs), U. S. A. (Rs, 267 lakhs) both these 
countries together account for 86 per cent, of the total. Another 
6 per cent, was supplied by Canada (Rs. 38 lakhs). The rest was 
claimed by Italy, St. Settlements, Czechoslovakia, India, France 
etc. 

Metals and oers come from U. K. (Rs. 222 lakhs Le. 42% of 
the total Belgium (Rs. 90 lakhs). U. S. A. (Rs. 67 lakhs) India 
Rs. 67 lakhs). Others sent small quantity and included countrie 
like Canada, France, Germany, Netherland etc. 

Mineral oils were supplied by Iran (Rs. 196 lakhs or 63% of the 
total) followed by U.S.A. (Rs, 54 lakhs) Bahrein Islands (Rs. 38 
lakhs) etc. 


Drugs and medicines were imported from United Kingdom 
(Rs. 132 lakhs or about 60%) followed by U.S.A. (Rs. 47 lakhs) 
Switzerland (Rs. 26 lakhs), India (Rs. 14 lakhs) etc. 

Provisions and Oil man’s stores were sent by Netherlands 
(Rs. 155 lakhs or 40 % of the total) followed by U. K. ss.(R45 
lakhs) France (Rs. 37 lakhs) India (Rs, 37 lakhs) Australia (Rs. 29 
lakhs) etc. 

Tobacco manufactures were imported from Indian Republic 
(Rs. 265 lakhs or 88% of the total) followed by U. K. (Rs. 22 lakhs) 
and U.S.A. (Rs. 11 Igkhs) etc. 


Instruments and Apparatus was purchased from U, K. (Rs. 
102 lakhs or 52% of the total) followed by U.S.A. (Rs. 40 lakhs), 
India (Rs. 16 lakhs), China (Rs. 9 lakhs) etc. Hardware was 
imported from U. K. (Rs, 43 lakhs) U. S. A. (Rs. 38 lakhs) both 
together supplying 62 per cent, of the tptal, followed by China 
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(Rs. 8 lakhs) Sweden (Rs. 7 lakhs) Czechoslovakia (Rs. 6 lakhs) 

etc. 

As regards the other imports rubber manufactures merely 
come from United Kingdom ; paper and paste board from 
Sweden, Norway and U. K. ; non essential vegetable oils from 
Ceylon ; dyeing and tcnning material from U. K,, U.S A., India 
and Switzerland ; and chemical preparations from U, K., U.S.A. 
and Italy. The total imports of other goods being relatively 
small have been ignored. 

The general impression of imports is that too high a percen- 
tage consists of Consumer’s good which could be produced at 
home. Luxry articles also form a fairly high proportion especially 
in view of the poverty of the country and her needs for econo- 
mic development. Producers* goods are not adequate and their 
imports need encouragement. 

8. Direction of Trade Imports.— While discussing individual 
imports and exports we have already referred to the main sources 
of the supply respectively of the imports and the destinations of 
the individual exports- We have also indicated the shifts that 
have taken place as between the countries concerned as suppliers 
of our needs and purchasers of our products. In this section we 
intend to have a general view of the direction of our imports 
and exports taken all together. This will indicate general trends 
of our trade. 

The following tabic gives a general idea of the sources of our 
imports and the charges that have taking place In the direction 
of our imports during the last two years. 
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MAIN SOURCES OF PAKISTAN’S IMPORTS 
In Crores of Rupees 


Country 


1948-49 


1949-50 


+ increase 
— decrease 
in 1949-50 
over 1948-49 


U. K 

27*01 

34*77 

+7*76 

Indian Republic 

44*93 

17-61 

-27*32 

U. S. A. 

7*96 

11-97 

+401 

Japan 

0*99 

9*40 

+8*41 

Italy 

3*82 

8-24 

+4*42 

China 

6*89 

5-37 

-1*52 

Netherlands 

1*27 

2*68 

+1*41 

Burma 

*67 

2*38 

+ 1*71 

Egypt 

*37 

2-55 

+1*18 

Iran' 

1*95 

2*10 

+ *15 

Ceylon 

*65 

1*63 

+ *98 

Belgium 

*66 

1*42 

+ *76 

Switzerland 

*53 

131 

+ *78 

Soviet Union 

*88 

1*21 

+ *33 

Czechoslovakia 

*31 

1*19 

+ 88 

Total of above 

98*89 

103*38 

+4*94 

All other Countries 

10*48 

7*57 

-2*91 

Total imports 

109*48 

111-40 

-H2*03 


Imports increased by just over Rs. 2 crores in 1949-50 as 
compared with 1948-49. Except in the case of India and slightly 
in the case of China all the other countries listed above sent us 
more imports in 1949-50 as' compared with 1948-49. The most 
serious fall was in the case of India. That country was responsible 
for 41 per cent, of our imports in 1948-49 and only for 16 per cent 
in 1949-50. Other four important countries i.e., U.K., U.S.A. 
Japan and Italy supplied 36'4 per cent, of our imports in 1948-49, 
and 57’8 per cent, in 1949-50. Other countries which increased 
their exports to Pakistan by more than a crores of rupees were 
Netherland, Burma and Egypt. Other countries from whom 
Pakistan purchase more goods in 1949-50 than in 1948-49 and 
which sent us more than a crores worth of imports were Iran, 
Ceylon, Belgium, Switzerland and the Soviet Union. 

9. Direction of Trade— Exports. As regards our exports 
they were purchased by a large number of countries, the ™ost 
important of which in order of their importance in 1949-50 
were as given in the table below : — 
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Destinations of Exports'. 


Countries. 


U.K. 

Indian Republic 

Other C. Wealth countries 

Total C. Wealth 

European countries 

U.S.A. 

Soviet Union. 

Japan 
All others 
Total Exports 


In crores of Rupees. 

1948-49 

1949-50 

17-67 

19-36 

22-91 

8-54 

514 

8-18 

45-72 

3609 

2828 

25-63 

15-91 

12-41 

550 

489 

1-13 

5 35 

7-99 

5-16 

104-53 

8953 


+incrcasc 
—decrease 
in 1949-50 
over 1948-49 
+1-69 
-14-37 
+3-04 
-9-63 
-2 65 
-3*50 
-•61 
+4-22 
-2*83 
-15*00 


The most strikins feature of the change In direction is the 
considerable fall in our exports to the Indian Republic The 
fall is much greater if over land trade tvith India is also taken 
into account. But reliable 6cures for the whole period of over- 
land trade are not available in Jute alone as we have already 
seen Pakistan lost the Indian market to the value of Rs. 64 
crores. Thus ignoring other exports to India the fall In our 
export trade with that country was to the tune of almost 
Rs. 80 crores. 


If we Ignore our exports to India by land then the fall in the 
total exports by sea was almost the same as the fall In the exports 
to India. Thus the whole of the fall in exports can be attributed 
to India’s deliberate policy of keeping away from the Pakistan 
market. As regards the other countries, U.K„ some other Common 
Wealth countries and Japan made up for the gap caused by lower 
demand for our goods on the part of the rest or the world. 


It would be interesting, however, to analyse still further 
our exports to European countries to sec what shifts have taken 
place among the individual imponers of out goods. The tabic 
given below sets out separated figures for some Important coun- 
tries of Europe. 


(0 Include* re-nroorti of foreign tnerditndlfe; *nd sIio Indw 
ef Ptklittn merchandise tia Calcutta from July, 1943 to }.{*rdi, 1950. 


Indttdes export* 
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Pakistan’s Exports to some European Countries^ 


Countries 


1948-49 


1949-50 

4-increasc 


• 






— decrease 


via 

via 


via 

via 


in 1949-50 


Pak. 

Cal- 

Total 

Pak. 

Cal- 

Total over 1948- 


Ports 

cutta 


Ports 

cutta 


4? ' 

A. Pakistan 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Merchandise; — 

laKns 

lakhs 

lakhs, lakhs 

lakhs 

lakes 

lakhs 

Belgium 

5,03 

1,58 

6.61^ 

2,41 

33 

2,74 

—3,87 

Czechoslovakia 

1,67 

19 

1,86' 

1,28 

14 

1,42 

-44 

Prance 

4,C4 

57 

4,61 

6,74 

65 

7,39 

. +2,78 

Germany 

3,08 

1,66 

4,74 

3,43 

21 

3,64 

— i;i0 

Italy 

3,21 

23 

3,44 

2,99 

13 

3,12 

-32 

Netherland 

99 

6 

1,05 

1,22 

• • • 

1,22 

+17 

Poland 

20 

18 

38 

1,85 

8 

1,93 

+155 

Sweden 

51 

6 

57 

1,13 

3 

1,16 

+59 

tal Pakistan Mcrehandise 

18,73 

4,53 

23,26 

21,05 

1.57 

22,62 

-64 

B. Re-exported Foreign 

3,95 

• •• 

3,95 

4,56 

• •• 

4,56 

+61 

Merchandise 








Total exports to above 

22,68 

4,53 

27,21 

25,61 

1,57 

27,18 

—3 

countries 








Total Europe 

23,47 

4,81 

28,28 

23,71 

1,92 

25,63 

-265 


From the above table it is clear that the countries named 
claimed almost the entire export trade of Pakistan with Europe. 
These countries purchased Rs. 64 lakhs worth of Pakistan mer' 
chandise less in l949'-50 than in 1948-49. But if we take into 
account re-exported foreign goods the deficiency is reduced only 
to Rs. 3 lakhs. Further if only goods exported via Pakistan ports 
are taken into account they imported Rs. 232 lakhs worth more 
of Pakistan merchandise and 61 lakhs Worth more of re-exported 
foreign merchandise or a total of about Rs. 3 crores worth of 
merchandise. 

The conclusion is that as a result of trade deadlock with 
India our foreign trade was diverted in larger quantities to 
important countries of Europe among whom France, Netherland, 
Poland and Sweden were prominent. The reduced purchases by 
European countries of Pakistan products were mostly due to 
stoppage of trade via Calcutta due again to India’s attitude 
towards our exchange rate policy. Certain European countries 
like Belgium and Czechoslovakia reduced their purchases from 
Pakistan but this might either be due to temporary hesita- 
tion otx their part to import for sometime after Pakistan’s 
no-devaluation decision, taken with India’s reaction, or to normal 
fluctuations of demand. Majority of the countries in Europe 
(and else where) increased their imports from Pakistan and to 
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some extent made up the gap caused by the fall In our 
exports to India. These trends indicate that there was nothing 
wrong with the economy of Pakistan. The unfavourable re- 
actions of our non'devaluation decision on our export trade 
were in the main a deliberate creation of India. If India 
had accepted our rate and had allowed normal economic forces 
to determine the movements of goods between the two countries 
our trade figures would have indicated normal trends. Even as 
it was the gap created by India was fast being filled up with our 
extended trade relations with the rest of the world. 

10. Indo-PakLand Borne Trade. Statistics of Indo-Pakistan 
overland trade are cither not available or when available they 
arc not reliable. From July 1949 onwards, however, the Depart- 
ment of Commercial Intelligence and statistics attempted 
to collect some statistics of this trade on the basis of which 
some conclusions can be drawn. 

The table given below sets out monthly statistics of import 
and export trade of Pakistan with the Indian Republic over the 
land frontiers. 


Month. 

Exports 

Imports. 

Bslanco. 


Rs. lakhs. 

Rs. lakhs. 

Rs. lakhs. 

July 1949 

260 

171 

+ 89 

August •• 

809 

239 

+570 

September „ 

769 

263 

+506 

October „ ' 

395 

121 

+274 

November „ 

53 

107 

- 54 

December „ 

49 

94 

- 45 

January 1950 

31 

33 

- 2 

V, 

60 

22 

+ 38 

March „ 

41 

41 

nil 


Total 9 Months — 24,70 10,98 13,72 


Our exports to India seriously fell after our non-'devaluatlon 
decision and so did our imports from that country the latter, 
however, were reduced with a certain amount of delay. On the 
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total trade of the period we. had a - favourable balance of about 
Rs. 14 crores with India. The balance turned against us from 
November onward. But it was reduced from Rs. -54 lakhs in 
that month to only' Rs. 2 lakhs in January 1950 as our imports 
caught up in decline the exports. For February due to some 
increase in exports the balarice was again favourable but the 
year ended with equalisation of imports and exports at a low level. 
Thus Indo'Pak over land trade from a total of over Rs. ‘4 
crores for the month of July fell to only 82 lakhs by March 
-1950. 

The greatest fall naturally took place in India’s trade with 
East Bengal, the home of jute, India’s chief purchase from 
' Pakistan. This is indicated by the following table. 

Total imports and exports from July 1949 to March 1950. 

• I 


*» • ^ ' 

Imports . Exports to 
from India India 

Balance 


Rs. lakhs. Rs. lakhs. 

Rs. lakhs. 

Sind 

... 11.07 

12.81 

+1.74 

Pak Punjab 

... 3j02.60 

3,62.88 

+60.28 

Total West Pakistan 

3,13.67 

3,75.69 

+62.02 

Total East Pakistan 

7,84.70 

20,94.29 +13,09:59 

Total Pakistan 

... 10,98.37 

24,69.98 +13;71.61 

%Share of East Pakistan 

71.49% 

84.8% 

95.4% 


Thus over 70 pet cent, of imports from India come to East 
Pakistan “arid about~85%'. of the exports are 'sent out to India 
from that part of the country. Almost the whole -of the 
favourable balance of trade is accounted for by East Pakistan. 
This is due to the fact that our major export to India ie. jute, is 
: grown there. By far the largest proportion of the Indo-Pak 
overland trade with "West Pakistan is accounted for by the 
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Ptovince of Punjab. 

11. Principal Articles of Imports, The main articles import' 
cd into Pakistan from India over the land frontiers arc 
tabulated as under ; — 

July, 1949 to March, 1950. 
lakhs oi rupees. 

Main articles of Imports. Sind ^ ^1^ Total 


Boots and shoes. 

.69 

7.43 

14.42 

2254 

Coal and coke. 

.62 

16.28 

17.07 

33.97 

Drugs and Medicines. 

.04 

6.81 

1955 

26.40 

Fruits and vegetables. 

1.29 

32.85 

34.44 

6859 

Machinery and mill work. 

.02 

21.31 

12.92 

34.24 

Metals and ores. 

.01 

.21 

23.75 

23.98 

Mineral oils. 



41.74 

41.74 

Vegetable oils. 


3.’82 

99.59 

103.41 

Provisions and oil man’s stares. 

.05 

1953 

19.65 

39.28 

Salt. 



46.41 

46.41 

Spices. 


9.01 

24 65 

33.66 

Cotton manufactures. 


521 

64.40 

69.88 

Raw tobacco. 


44.41 

44.41 

Tobacco manufactures. 

6.13 

74!63 

96.47 

177.24 


It will be seen that Sind only imports tobacco manufactures 
in any signihcant quantities from India. As regards the rest 
apart from fruit and vegetables, they arc Imported in very small 
quantities. Sind having the port of Karachi nearley and being 
separated from India by a desert, probably finds it cheaper and 
easier to get its foreign requirement by sea. 

The main articles imported into the Punjab In order of 
their importance arc : tobacco manufactures^ fruits and veget- 
ables, machinery and mill work, oilman’s stores and coal and 
coke, species, drugs and medicines, boots and shoes cotton roanu' 
facturcs. The imports fell serious after the exchange crisis 
otherwise their value should have been much larger considering 
the imports of earlier months. 

East Pakistan is much more dependent on India for its needs. 
Vegetable oil tops the list, closely followed by tobacco manufac- 
tures, and then cotton manufactures. Other imports in order of 
their importance are salt, raw tobacco, mineral oil, fruits end 
\*cgetablcs, spices, metals and ores, oilcqan’s stores, drugs and 
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medicines, coke and coal, boots and shoes etc. Here also imports 
fell serious after October or November 1949. 

12. Main Articles of Exports. The table below gives the 
main articles of Pakistan merchandise exported to India over the 
land frontiers. 

July, 1949 to March, 1950, 

Lakhs of Rupees. 


Main articles of 
exports. 

Sind 

W, Pun- E. Ben- 
jab. gal. 

Total. 

%of 

total 

exports. 

Building and engine- 
ering material. 

• • « 

23.09 

3.99 

27.09 


Raw cotton. 

• • • 

33.95 

• • • 

33.95 

1.4 

Fish. 


.08 

89.10 . 

89.18 

3.6 

Fruits and vegetables. 

.14 

209.10 

44.00 

253.25 

10.2 

Hides and skins. 

• • • 

1.00 

23.64 

24.64 

0.9 

Raw jute. 

• * • 


18,02.85 18,02.85 

73.0 

Seeds. 

10.64 

38.27 

21.72 

70.63 

2.9 

Spices, 

• • • 

.20 

40.50 

40.70 

1.7 

Wood and timber. 

• • • 

• • • 

18.69 

18.69 

0.8 

Raw tobacco. 

• t • 

• • • 

2.57 

2.57 

• • « 

Tobacco manufac- 
tures. 

• • • 

.57 

.12 

.69 

* • » 

Total exports. 

12.81 

3,62.88 20,94.29 24,69.98 

l.OO' 


The exports from Pakistan are not of such a variety of goods 
as import into the country. It will be seen that 73% of the total 
exports consist ofraw jute from East Bengal. Fruit and vegetables 
mostly from the Punjab form 10 per cent, of the total exports. 
Small quantities of Fish from East Bengal, seeds from all the 
three provinces and raw cotton from the Punjab are also 
exported. Other exports are of negligible quantity. 



CHAPTER XVill 

FOREIGN TRADE 
Pakistan Trade Relations 

1. Introduction. In this chapter we propose to discuss 
trade relations of Pakistan with India and other foreign coun* 
tries. Our trade relations with India have been the greatest 
source of anxiety to us, because of the unsympathetic and some- 
times positively obstructive attitude of that country towards 
Pakistan. Several trade agreements have been entered into by 
the two countries, but they have not resulted in achieving the 
objective of a smooth flow of trade between the two countries. 
Let us hope the recent trade agreement (February 1951) will 
achieve better results. On the ocher hand Pakistan’s trade rela- 
tions with several ocher countries have been getting closer. Trade 
agreements have already been signed with Japan, Western Ger- 
many, Austria Czechoslovakia, Poland, Egypt, France and Swltser- 
land. A brief account of these developments will be instructive. 

2 The Stand Still Agreement with India. Before parth 
tion the trade between what is now Pakistan and the Indian 
Republic was domestic trade. Now it has become international 
trade. For samecimc after partition, however, it was consider- 
cn necessary to keep the status <iito in tSe matter of trade 
relations. The Stand-still Agreement between the two countries 
provided for the continuation of the prevailing prcpartitlon 
economic and commercial relations till February 29th i9‘18. 
Upco chat date, therefore, the trade between India and 
Pakistan was in effect of the nature of domestic trade. 
There were, however, obstacles in the way of movement of 
goods accross the borders due to dis urbances and consequent 
stoppage, especially in the case of the two Punjabs, of diannejs of 
trade and transport. 

3. Emergence of Inter^Domlnioo Tariffs. Even during the 
currency of the Scand’SCill Agreement certain controversial issues 
arose. According to this Agreement and the subsequent Indo- 
Pakistan Customs Agreement, the total customs revenue was to 
shared between the two countries on the basis of accrual. But 
goods shipped from India to Pakistan and from Pakistan to 
India were to be exempted from customs duty. This was only a 
short term arrangement intended to cover the period from 15th 
August 1947 to March Ist 1948. This arrangement* however, 
worked unfavourably for Pakistan especially as regards central 
excise. Had the distribution been on the basis of consumption 
of excisable articles Pakistan would have got a larger share. 
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370 


ECONOMICS OF PAKISTAN 


Pakistan’s suggestion, made earlier,- that receipts under customs 
should.be pooled together and shared on some equit- 
able basis was rejected by India India had argued that such an 
arrangement could be administratively feasible only under a 
long term arrangement of the nature of a customs unions, if 
Pakistan agreed to a customs union, India was ready to give it 
effect from the 15th of August 1947. India pointed out that 
this^ arrangement would also cover Pakistan’s request made 
earlier, for a share in the revenue from the jute export duty 
which was mainly obtained from the export of Pakistan jute 
to foreign countries via Calcutta. Pakistan did not favour the 
idea of a custom’s union for reasons to be giveii later. 

In November 1947, Pakistan levied an export duty of Rs. 15 
per pacca bale on raw jute^ exported to India. This was thought 
necessary because India refused to part with duties collected on 
Pakistan jute exported from Calcutta. In retaliation India, early 
in January 1948, declared Pakistan a foreign territory for col- 
lection of export duty on raw jute and jute manufactures. She, 
however, declared that it was without prejudice to any settle- 
ment that might be arrived at between the two countries on long 
term basis. 

On January 24, 1948, Pakistan announced an export. duty of 
Rs. 40 per bale (of 400 lbs.) on raw cotton exported to India. 
This was followed by imposition of import duties on a few 
specified commodities of Indian origin (e. g. sugar at Rs. 20 per 
.cwt.) In the Budget for 1948-49, export duties of 1.0% ad 
valorem were imposed on raw hides and skins and cottonseeds 
and the duty on raw cotton was increased to Rs. 60 per ,bale. 
But Pakistan’s full customs, tariff was not applied to India. 

From 1st March 1948, the Government of India applied their 
full custom’s tariff to Pakistan. Later, however, fresh foods and 
a few other items were exempted. 

One of the most controversial issues in this context was the 
continued refusal of Ipdia to give rebates of the duties 'on 
excisable commodities exported to Pakistan. Such rebates India 
was allowing to other countries. This discrimination was several 
times pointed out by Pakistan in the correspondence vidth the 
Government of India and at the Inter-Dominion Conferences 
held from time to time. The issue was also raised by the Pakis- 
tan representative at the Geneva Session of the Contracting 
Parties to the General Agreement on Tariffs and Trade The 
chairman’ of the conference ruled that under theterrnsof the 
Agreement any advantage granted in respect of internal taxes 
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d Contracting Party to any product destined for any othcrcountry 
should be accorded Immediately and unconditionally to the like 
product destined for the territories of all the other contracting 
Parties. India ignored this impartial ruling as well and Continued 
depriving Pakisran of an important source of revenue. Pakistan 
reacted by obtaining supplies of excisable commodities, such as 
sugar and matches, from sources other than India, Thus in the 
long run this attitude was not to benefit India India realised 
this fact, though after some dcHv. It uas notuntil May 1949, 
that India agreed to an agreement with Pakistan (effective from 
1st June 1949), according to which each Dominion undertook to 
grant full rebate of excise on excisable commodities exported 
to the other Dominion, if such rebates were given on export of 
their commodities to other countries. 

In the meantime Pakistan had refrained from taxing most of 
the imports from India in the hope that this would facilitate trade 
between the two countries and reduce the Inconvenience caused 
to passengers moving over the land front ers This hope, as the 
Pakistan Finance Minister pointed cut in his Budget speech for 
1949'50, was frustrited through Government of India's decision 
to apply their full import tariff to Pakistan subject only to a few 
exceptions “This being so.” he added, we can no longer see 
any sufficient reason for depriving ourscKcs of the custom’s 
revenue which we might obtain from non essential goods of 
Indian origin.”* Import duties were thus to be collected on non* 
essential imports from India. It was, however, decided to 
exempt a large number of items The exemption included all 
cotton piece goods whose value was less than Rs l-S'O per yard 
This was In the interest of poorer classes Ev^n for cloth of 
the value of more than Rs. 18 0 ^er yard only preferential rates 
were applied which were from 15% to 21% ad valorem. Artificial 
silks and certain other fabrics were also to pay preferential rates 
and tobacco manufacturvs imported from India were made 
liable to reduced rates of duty. Small export duties were im 
posed on cement, fish and bamboo and provision was made for 
an excise duty on raw jute at the rate of Rs. l'8'O per bale for 
cuttings and Rs 5 per bale for Jute other than cuttings Pakis* 
tan was, however, willing to continue to export raw' jute to 
India free of excise duty if similar concession was accorded by 
India to Pakissan on excisable commodities Imported by the 
latter from the former. But India die not budge, India wanted 
to put pressure on Pakistan for entering into a custom’s union 
^ith her. This would have meant Pakistan depriving herself 

(1) speech for 1949-50 p.38. 
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of the economic advantages she had achieved at a great cost by 
creating a new independent state. 

4. Indo'Pak Custom’s Union. At one time considerable 
publicity was given in India to the idea of a custom’s union 
between India and Pakistan. In >'Iarch 1949, Mr. K. C. Neogy 
India’s Commerce Minister speaking in the Indian Parliament 
revealed that the question of entering into a comprehensive 
trade agreement on the part if India and Pakistan, including the 
possibility of establishing a custom’s union, had been discussed 
in Calcutta as early as April 1948, soon after the termination of 
the Stand-Still Agreement. The subject was further discussed at 
the Inter-Dominion Conference held in December 1948. Ac^ 
cording to Mr. Neogy it was agreed that each l3ominion should 
separately examine the feasibility and practicability of a custom’s 
union suitable to its peculiar conditions. It was thought that 
this study mjght be of use at a later date when the question 
might be taken up in earnest by both the countries. The 
matter also arose, as we have seen, in connection with the 
grant of rebates of excise duties on excisable articles exported 
from India to Pakistan. The Government of India wished to 
deal with this problem as a part of a comprehensive arrange- 
ment on trade and fiscal matters. Pakistan on the other hand 
considered that the question of rebates should be treated as a 
separate question. No agreement was thus achieved on this 
matter^. 

The real fact Was that while India was very anxious for a 
custom’s union, Pakistan did not think it would be to her ad- 
vantage to enter into such an arrangement. In fact to agree to 
such a union would have been suicidal for Pakistan. It is not 
difficult to understand why the two countries took opposite 
attitudes in this matter, India stood to gain because the customs 
union meant in effect the acceptance of the principle of free 
trade between India and Pakistan. It meant that, as far as trade 
was concerned, status of rhe pre'partiaion days was to be 

perpetuated. This suited India very well, because all the indus- 
tries were in her territories and she needed raw materials, 
especially raw jute and raw cotton, mainly grown in Pakistan. 
In return she would give to Pakistan her industrial products 
like cloth, matches, sugar, steels etc. In effect this would have 
meant the establishment of trade relations which usually exist 
between a mother country and her colony or dependency. 
India would get a cheep source of raw materials and a ready 
made market for her factory products. This would further 

(^1) Conuncrce (Bombay) 26ch March 1949, p. 56S. 
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ffimulatc indu5tHal development and higher economic standards 
in India. On the other hand such on arrangement would have 
shattered all hopes of Pakiatan*8 Industrial development. Pakis- 
t.nn had to start her industries from scratch. In early stages these 
industries might have needed protection against the old cstab* 
lished Industries in India like cotton and jure. More over, even 
if a custom’s union had merely meant a uniform tariff policy in 
relation to the rest of the world, the economic and financial 
needs of the two countries being not exactly the same, the same 
policies would not have been of equal benefit for both. 
A custom union would have taken away from Pakistan 
some important methods of stimutating her industries The 
result would have been that Pakistan’s economey would have 
continued to be lop-sided and its ovcr-dcpandcncc on agricul- 
ture would have been perpetuated. One of the objects of 
creating Pakistan was to give the Muslims of these areas oppor* 
tunity of achieving high living standards through creating div- 
ersity of occupations This object would have been defeated If 
a custom’s union were to be established between the two 
countries. Moreover, Pakistan was afraid that, in view of the 
inflationary conditions prevailing m India, an entire absence of 
trade barriers might lead to Importation of Inflationary condi- 
tions into Pakistan. Again Pakistan was afraid of losing the 
advantage of having a more stable currency as compared with t he 
Indian rupee, due to Pakistan’s better balance of payment posi- 
tion. 

India again and again stressed the complementary nature of 
the economics of the two countries. True the economics were 
complementary, because the Indo-Pak sub-continent was deve- 
loped as one economic unit, since It used to be one country. It 
was quite true char In iia depended on Pakistan for her raw Jute, 
raw cotton, and a few other raw materials. Pakistan on the 
other hand being deficient In industrial products had, to import 
from India tcxtifcs, sugar, mac/ics, Iron and steef and some other 
articles. But perpetuation of this state of affairs was not In the 
Interest of Pakistan as already noted above. In fact already 
forces were at work reducing this inter-dependence. Pakistan was 
looking to other countries for the supply of sugar, matches, 
coal etc., and India was trying to grow more raw Jure and cotton 
within her borders. 

This did not mean that Pakistan had no desire to have 
trade relations with India. Pakistan did want trade relations 
with India, but not at the expense of mortgaging her future cccr 
nomic growth. She wished to have a free hand in planning 
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economic prosperity and desired that India- should have t:he 
same freedom. Public opiriion in Pakistan, therefore, could never 
contemplate the possibility of entering irito a Custom’s Union 
with India much less a complete economic union which also was 
suggested by Mr, Neogy, the Indian Commerce Minister,* as late 
as the spring of 1949 in his speech in the Indian Parliament 
already referred to. 

India tried her best to force Pakistan to accept her terms 
of trade relationship. She tried id' starve Pakistan of essential 
goods, in the hope of impressing upon her the necessity of 
coming to terms with India. She bracketed' the consideration 
of legitimate reauests of Pakistan about the sharing of custom^s 
revenue and the matter of rebates on excisable articles exported 
to Pakistan, with the consideration of establishing a Customs 
Union or some such other arrangement. Pakistan reacted by 
finding other sources for her needs. After September,- 1949 
India coninued putting further economic and diplomatic pressure 
to make Pakistan recant her decision about the ratio question; 
She practically snapped all trade links with Pakistan and created 
a serious situation for Pakistan’s most important export' /.e., 
raw Jute. This incident still further convinced Pakistan that 
her future lay not in the direction of making her economy 
more and more dependent on India, but in the opposite direc- 
tion. Pakistan’s trade, both imports and exports, thus began 
finding new directions. The hope of a Custom’s Union with 
India entirely vanished. And this was all for the good as far 
as Pakistan was concerned. 

5, IndO'Pakistan Trade Agreement of May, 1948, These 
were, however, long term considerations. In the mean time the 
two countries had to come to some sorts of an arrangement 
regarding the exchange of essential articles. The complementary 
nature of the two economies could not be denied at least for 
sbrrie time to come. Ind ia required Pakistan’s surplus food and 
raw materials especially her cotton and jute industries depended 
mainly on Pakistan’s raw cotton and raw jute. Pakistan on the 
other hand depended upon India for coal and manufactured 
goods of various kinds. The parties therefore in their own inter- 
ests considered if necessary to enter into some sort of an agree- 
ment regarding the exchan^^e cf these essential commodities. This 
was the genesis of the first Indo-Pakistan Trade Agreement signed 
on' the 26th of May, 1948. 

Its main provisions were as under'; — 

(a) India'was to, supply to Pakistan, 21 ;98, 000 tons of coal; 
4,00,000 bales of cloth and yarn ; 80,000 tons of steel, pig iron 
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and scrap ; 7,500 tons of paper and 'board 1 1,270 tons of chemicals 
and pharmaceuticals; 2,500 tons of asbestos cement sheets; 500 
tons of paints, enamels and varnishes; 18,00,000 tyrc« and tubes ; 
adequate quantities of leather and footwear, 10,000 tons of 
Malabar jungle wood; 50,000 tons of jute manufactures; 2,000 
tons of myrobalans ; 11,00,000 lbs of woollen and worsted goods ; 

20.000 tons of mustard oil ; 5,000 tons of groundnut oil ; 2,000 
tons of toilet soap ; and 7,(X),000 lbs. of flue cured tobacco. 

(b) Pakistan was to supply to India 50,00,000 bales of jute ; 

6.50.000 bales of raw cotton, 1,75,000 tons of food grains; 1,000 
tons of gypsum per day ; 20,00,000 pieces of raw hides and skins ; 
20,00.000 maunds of rock sale ; 5,000 tons of potassium nitrate 
and 550 hc^ds of cattle. 

(c) Unless otherwise arranged, supplies were to be made 
through commercial channels. 

(d) India was to restrict the export of raw jute to 9,00,000 
bales prcdomincntly of Indian varieties, the bmk of which is not 
suitable for use in Indian mills and is usually exported, 

(c) The agcccment was to last for one year / e , from 1st July 
1948 to 30th June, 1949. 

6. WorkingofthcIndo-PakistanTradcAgrccmcnt: This 
Agreement, however, did not work satisfactorily. Goods did 
not move between the Dominions according to its provisions. The 
position may be reviewed with reference to some important 
individual commodities. 

(/) Jute 5 According to the Agreement, India was to be 
treated at par with * hard curreny* counties f.e., she could buy 
jute In the open market till the limit of her quoia of 50 lakh 
bales was reached. Indian mills, however, were slow in buying 
jute and the market showed signs of depression. Pakistan had 
two aitcrnacivcs under the circumstances; either she could 
export her jute to other countries where it was in keen 
demand or hold it for the Indian jute mills till the end of the 
season. 

T'hc latter course might have left unsold stock at the end of 
the scasjn. Further this might have led to serious price 
fluctuations since the Indian demand would have controlled the 
price. Pakistan therefore proposed to . fix. monthly quotas of 
exports CO India, If India did not lift the quota for the month 
it wopld have lapsed and Pakistan would have been .free Xq. 
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export it to other countries. This proposal was naturally not 
liked by Indian interests. 

(i7) Cotton : Pakistan cotton was also in heavy demand in 
foreign countries. The total crop was expected to be 13 lakh bales, 
about one lakh bales less than the previous year. According to 
the agreement, Pakistan had to supply 6^ lakh bales to India 
which was half of the total expected crop. To ensure supply to 
India and to guard against irregular offtake, and thus to prevent 
price fluctuations, it was decided by Pakistan Government that 
exports to India should be under a system of licensing. The 
Government also proposed to fix a monthly quota with a lapsing 
clause. This again was not acceptable to India, 

(ill) Food grains : As regards foodgrains Pakistan was not 
able to meet her commitments 'to India due to damage to her 
food resources resulting from floods. Pakistan, normally a surplus 
area in foodgrains, was made a deficit area through excessive 
rains of the 1948 season and the consequent floods in Eastern as 
well as Western Pakistan. In East Bengal three important rice 
producing districts, Comilla, Sylhet and Mymensingh, suffered 
damage in Kharif as well as winter crops by floods. In East Bengal 
alone, the estimated loss of foodgrains due to floods was 2,50,000 
tons of rice. In the West Punjab the loss to Kharif crop was 
estimated as 1,25,000 tons of wheat and in Sind 1,50,000 tons of 
rice. The flood all over Pakistan caused damage to 35 lakh acres 
of land lowering supplies by 6 lakh tons of foodgrains. Pakistan 
thus had to apply for 160,000 tons of foodgrains from the Inter- 
national Emergency Food Council. Under these circumstances, it 
was not possible for Pakistan to supply to India the stipulated 
quantity of 1,75,000 tons of foodgrains: 

(iv) Coal : As regards the commodities which India had to 
supply, Pakistan did not receive the full quantity of coal and 
found it difficult to move her cotton without it. 

(v) Other Commodities : Pakistan received nothing from India 
against the quotas of steel, asbestos, cement sheet, sulphuric acid 
and tyres and tubes etc. 

7, Indo-Pakistan Trade Agreement (October, 1948). A con' 
fcrence of repre.sentatives of India and Pakistan was held at 
Karachi on October 18 to 20, 1948, in which the difficulties in the 
way of the implementation of the Agreement of May, 1948, were 
reviewed. The conference led to a new Agreement which 
clarified certain points and provided for arrangements for the 
f ylfilmept of the provisions of the earlier agreement. This Agree- 
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ment was later ratified by the two Governments. The main 
provisions are given below : — 

(a) As regards lute the agreement provided that there would 
be no change in the existing policy of Pakistan regarding Ciute 
export to India, that should circumstances warranted otherwise, 
India would be consulted before any change in the policy wsa 
ciFected At any rate no change would be effected till December 
31, 1948. 

(b) Regarding cotton the Indian delegation stated chat the 
fixation of monthly quotas with the lapsing clause was not 
acceptable to India and should be reviewed. The representatUes 
of Pakistan agreed to fix an export quota of 360,000 bales for 
India for the period ending Jan. 31sr, 1949, provided that if Indian 
purchases during this period fell below 325,000 bales, such short' 
age would be liable to lapse. Pakistan delegation also agreed that 
during the same period export quotas to other countries and 
purchase for internal consumption In Pakistan would not exceed 
360,000 bales It was further agreed that consideration of fixation 
of quota as monthly or quarterly basis for subsequent periods 
would bo postponed and examined in due course by prior consul' 
tations in the light of the working of this arrangement os a 
whole. 

(c) So far os the foodgralns were concerned, the Pakistan 
delegates assured the Indian delegation that Pakistan was most 
anxious to implement the agreement and that best endeavours 
would be made ro supply the stipulated quantity of foodgralns 
from the next Rabl crop. 

(d) With respect to coal, which India had to supply, the Pakir 
tan delegation seated that hitherto Pakistan had not received the 
full quantity of coal promised by India and that Pakistan fouud 
It difficult to move her cotton without the supply of coal from 

this respect The Indian delegation assured the Pakistan dclcga* 
tion that they realised the importance of coal to Pakistan, and 
that they would take steps to ensure that full quantity of coal 
was supplied every month. 

(c) Regarding other commodities prombed by India, the 
Indian delegation reiterated their Intention of fulfilling the terms 
of the Agreement. They also agreed that reguhr supplies of 
cloth Would be made to Pakistan. 

if) Both the Go\cmmcnts recognized that the ' 
must be regarded as a whole and implemented In ' 
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ments should be made regarding the movement' of. goods in 
accordance with the terms of the Agreement. 

It would appear from the terms of the above Agreement 
that whereas Pakistan gave concrete concessions and commit- 
ments the Indian delegation gave mere promises aud vague assur- 
ances. Pakistan gave up her idea of fixing monthly quotas of 
jute export, thus putting the jute grower at the mercy of the 
Indian mill-owners Moreover, Pakistan committed herself to 
consult India before any change of policy was effected. As 
regards cotton monthly quota with the lapsing clause was replaced 
by a guarantee to India of 360,000 bales of cotton exports up to 
31st Jan. 1949. Further Pakistan put upon herself limitations 
regarding cotton exports to other countries and its consumption 
at home. As regards India’s inability in the matter of her hon- 
ouring her commitments in connection with the supply of coal to 
Pakistan, the Pakistan delegation expressed their appreciation of 
the difficulties of India. In return for this generosity what did 
Pakistan get ? Assurances and promises that India would try to 
implement the terms of the Agreement] 

8. The Real Hurdle. In spite of the exchange of promises 
'at the October Conference and the resulting agreement the 
trade between India and Pakistan remained still obstructed, 
commodities did not move according to schedule. The real 
hurdle was the lack of goodwill between the parties. In the 
back ground were the various political and economic issues yet 
outstanding between the two countries — Kashmir, Junagarh, 
evacuele property, canal water, and a host of minor issues. On 
top the trouble appeared only in the field of trade. India com- 
plained that Jute Industry was having anxious time because receipt 
of Jute from East Bengal was uncertain, irregular and inadequate. 
The Cotton textile industry of India was facing a similar difficulty 
with respect to raw cotton. Thus by the end of January, 1949, it 
was alleged, that only 50,000 bales had been received from Pakis- 
tan instead of 360,000 bales as stipulated under the October agree- 
.ment. On the other hand Pakistan was not receiving her quota 
of imports of sugar, vanaspati, paper and other commodities from 
India. Each party was blaming the other for this state of 
affairs. Pakistan complained that as regards textiles, marches and 
sugar Indian prices were too high and it was cheaper for Pakistan 
■ to purchase them from other countries. Further that 1^^® 
was discouraging the export to Pakistan • of essentials 
coal, iron and steel and some other articles badly needed • 
Pakistan. This was not merely a biased view of Pakistan. A 


(i) Eastern Economics Fefa. 4, 1949 P. 189. 
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leading Indian Economic Journal confessed that “Estrangement 
In the political sphere has hitherto distorted the perspective in 
the economic sphere, with the result that it has been assumed 
—not always unconsciously, not always by the uninformed— 
that it will be a clever thing to export as little to Pakistan 
as possible, while importing as much as possible from her.** The 
journal added, '* Now that it is becoming clear that a policy on 
those lines will not only strain our exchange resources, but also 
Impede a high level of production in our major industries, it is 
necessary that the question of exports to Pakistan should be 
examined de novo with a view to finding ont how best we can 
stimulate a high level of export trade(I)*’, More over trade 
figures which indicated a balance favourable fo Pakistan to 
the tunc of at least Rs. 50 crorcs also proved that It was 
not Pakistan but India that was with holding the movements 
of goods between the two countries. 

In would appear, therefore, that even in the matter of trade 
real grievance lay with Pakistan against India. Right up to 
the beginning of 1949 India tried to put pressure on Pakistan 
to make her agree to trade arrangement mostly beneficial to 
her own side like the custom*s union and the rest. But 
sane opinion in India was already realising the folly of this 
attitude towards Pakistan. Pakistan had always stood for Indo' 
Pale, co'opcration. Therefore, an attempt was made by both 
governments to come to some agreement after a full discussion 
of all aspects of trade and some other outstanding issues. 

9. New Delhi Talks of April, 1949. In consequence, talks 
were held early in April, 1949 at Delhi between the Finanacc 
Minister of Pakistan Mr, Ghulam Mohammad and the Indian 
Commerce Minister Mr, K, C. Ncogy. High hopes were pitched 
on these talks. In fact a tentative agreement was reached 
on the removal or reduction of certain tariffs and other 
restrictions imposed on the movements of goods by either 
country. It was also agreed to give full rebates from June 
Ist, 1949 on excisable articles exported to the other Dominion 
provided this facility was granted to any other country In 
the same commodity. Pakistan on her part agreed to with- 
draw export duty on bamboo and fish sent to India provided 
the latter continued to supply mustard oil free of export 
duty. India agreed to reduce the Import duty on unmanufac- 
tured tobacco from Pakistan to rates corresponding to the rates 
of excise duty payable on similar Indian tobacco used fora 
like purpose. The agreement further provided that a seperate 


(I) Etsteta Ecoaojalrt Feb. 4, 194?. P* 190 - 
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Conference be held to consider further the possibility of 
abolition or reduction of import or export duties on some 
more items and simplification of import export items. 

10. In d O'Pakistan Trade Agreement of June, 1949. In 
^cordancc with the above agreement an Inter'Dominion 
Conference was held in the last week of June, 19^9. As 
the Agreement of May, 1948 had to expire on 30th June, 1949 
a new Agreement was signed (on 24th June, 1949) to take 
its place. This agreement had also a close bearing on the 
Payments Agreement of June, 1948 which also had to expire 
by the end of June, 1949. We shall come to this later agreement 
presently. 


The Trade Agreement of June, 1949 was to come 
into force from 1st July, 1949. It provided that each 
country should give facility for the import and export 
of commodities between them as given in the accompanying 
schedules “A” and “ B These facilities related to grant of 
■ necessary licences, use of routes and methods of transportation 
and other reasonable assistance. Neither party was to re-export 
to any other country in the same form commodities imported 
under this Agreement. The purchases by each were to be 
uniformly spread over the year subject to seasonal considera- 
tions. The agreement was to be in forc^. for a period of 12 
months from 1st July, 1949 to 30th, June 1950 except where other 
wise specified in the schedules. During the currency of the 
Agreement, however, the schedules could be altered extended 
' or supplemented by mutual consent. The right of traders 
entering into business transactions in respeet of goods and 
commodities not forming part of the agreement was also 


protected. 

Schedule “A” attached to the Agreement listed commodities 
and their quantities which Pakistan was to export to India. 
These were: Raw cotton (450,000 bales) ; Buffalo hides (200,000 
pieces) ; cow hides (1,000,000 pieces) ; goat skins (800,000 pieces) ; 

' sheep skins (700,000 pieces). Raw jute (4,000,000 bales of 400 lbs. 
‘ each) Rape and Mustard Seed (15,000 tons) and Rock salt 
. (2,000,000 mds.). 

Schedule “ B ” listed goods which India undertook to 
export to Pakistan. This was a much longer list and contained 
23 items (as against Pakistans’ 5 items) in all. Among these were : 
coal (2,040,000 tons.) Mill made cloth (150,000 bales) Cotton 
■ yarn' (100,000 bales); Jute manufactures (50,000 tons) ; Railway 
stbres (250,000 tons) Sea salt (2,000,000 rads..), Tobacco (2,000,000 
lbs.) Other commodities were ; Asbestos cement sheets,. Cpnvas, 
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Chemicals, Hardwood Myraboloms, Edible oils, Linseed oil, 
Paints and Varnishes; Bauxite, Electrical Steel Sheets, Pig Iron 
and Steel, Fcrrosilion, Ferromanganese, Pitching Stone and 
Ballast and Washing soap. 

After the Agreement had been si ned there was universal 
satisfaction in political, economic and business circles in the 
two countries A wave of optimism prevailed for some time 
and it appeared that the blocked channels of InterDominlon 
trade had been cleared. The trade ran smoothly for a time. 
On September 18 came the devaluation of the pound 
sterling — an event of the greatest importance in the history 
of international trade and finance This changed the whole 
out’ook of Intcr'Dommion trade relations. 

Before we pursue these developments it is necessary to 
bring the history of Indo'Pakistan Payments arrangement up to 
date. 

U. Indo'Pakistan Payment Agreement. This Agreement 
was signed in June 1948 with a view to regulate the methods of 
payments for intcr-Domlnion transactions. The Agreement 
stipulated as follows i— 

(1) There would be no restriction on the dealings of 
Pakistan or India Rupees by the residents of the two Dominions 
and the respective Central Banks would be authorised to buy 
and sell rupees at parity and without limit. 

(2) In order to accommodate a deficit in payments in 
either direction each Dominion would hold the currency of 
the other I^minlon upto Rs. 15 crorcs against its own currency 
supplied at par: 

(3) When payments from one Dominion to the other have 
exceeded Rs. 15 crorcs, payments up to a further amount of 
Rs. 10 crorcs (£ 7*5 million) would be made out of sterling held 
fn No X Account^ of the one Domi'nfon to the Nb. X Stcriins 
Account of the other. 

(4) Beyond this limit the Dominion In deficit would pay 
the other Dominion In blocked sterling which is not otherwise 
available for making current payments. 


(1) The»« aecounti are heli «rlth the Dank of EntUnd In connection 
*Ith the SterltnK Ddancei owed by U. K. to India and Pakltran, Scerlin; held 
In Ko, 1 Account coDiltt of currenilf earoed itcriinj: and itecUns released 
penodicallr hr the U. K, from the blocked balincet (held in No. 2 Account) for 
current expenditure. 
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This arrangement was made at a time when the pattern of 
Inter'Dominion trade was not yet clearly defined. Experience 
during the following months, however, showed that Inter- 
Dominion trade was resulting in a one sided deficit which 
threatened to become its permanent feature. The value of 
export of Pakistan to India was much larger than the value of 
her imports from that country for reasons already indicated. 
The balance of trade in favour of Pakistan for the year 1948'49 
was estimated at Rs. 47 crores. Thus Pakistan had to receive 
blocked sterling in large quantities in lieu of this balance, which 
she could not use for financing her imports until released by 
the United Kingdom in the normal course of time. As for 
India this was a very convenient arrangement. She could 
purchase goods from Pakistan with the help of transfers of 
blocked sterling which was of no use to her for immediate 
payment to any other country. In fact this meant an inducement 
to India to keep her balance of trade with Pakistan unfavourable 
to herself by sending as little of her goods to that country as 
possible. This was at the back of her reluctance and failure to 
abide by the terms of the Inter-Dominion Trade Agreement of 
May, 1948, By this method India gained in two ways. Istly, she 
got Pakistan’s raw material essential for her industries by paying 
in currency which she could not use otherwise for current 
transactions. 2ndly, she was able to earn foreign exchange 
especially from hard currency areas by diverting her exports 
from Pakistan to those countries. Correspondingly, Pakistan 
suffered by this arrangement in two ways. Istly, she was saddled 
with blocked sterling which was not available to her for 
immediate use and about the future of which should could not 
be absolutely sure, especially when there were talks abroad of 
scaling down these balances, apart from the devaluation of 
sterling as it later occurred resulting in reducing the value of 
these assets in terms of hard currencies. 2ndly, the goods that 
she failed to receive from India she had to purchase from other 
countries. This meant a strain on her foreign exchange resour- 
ces. Thus through this arrangement, while India was making 
her foreign exchange resources “ liquid ” Pakistan was getting 
them' “ frozen 

Pakistan wanted to end this arrangement and replace.it by 
a new one according to which all excess over Rs, 15 crores should 
be paid in the form of “ free ” sterling. Failing this Pakistan 
insisted that- India should export goods to the same value as she 
imported from Pakistan. 
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As regards paying In free sterling) India had already over 
drawn her free sterling resources In payment for her commit' 
mcnts against food imports and Imports of essential capital goods 
for rehabilitation of her industry. This, however, was no reason 
for India not to meet her commitments to Pakistan. It 
meant that India must cut her coat according to her cloth and 
cut down imports of various unessential articles which were 
coming into the country. She could not reasonably expect 
Pakistan to agree to let India balance her payments at Pakistan 


expense. 

It was because of this that after the expiry of the Payments 
Agreement in June 1919 the new Agreement which took its place 
raised the limit of payment in free sterling from Rs 10 crores 
to Rs. 20 crores This arrangement though not ideal was 
regarded as on the whole satisfactory in Pakistan But along 
with this it was also necessary that attempts should be made to 
reduce the trade deficit of India with Pakistan by stimulating 
her export to that country. Hence the Trade Agreement of 
June, 1949 already considered. 

12. Temporary Optimism. In this Agreement attempts 
were made to balance accounts by reducing Pakistan’st exports 
to India ot jute and raw cotton and India undertaking to 
export more of certain goods as compared with the Agreement 
of 1948. For instance, the commitments of Pakistan regarding 
the export of Jute were reduced from 5,000,000 bales to 4,000,000 
bales a reduction of 20^ ; of cotton from 650,000 bales to 450,000 
bales a reduction of 30% These two commodities alone meant 
a reduction of about Rs. 30 crores m value of exports. Pakistan 
undertook to import an extra quantity of 5.000 tons of mustard 
oil in addition to the 30,000 tons otherwise provided The 
export of edible oils alone were estimated to put Rs. 16 crores 
additional to the exports from India to Pakistan. Some new 

exports were stepped up by 200%. 


It would appear, therefore, that Indo'Pakistan trade was 
going to assume patterns equally beneficial to the two parties. 
The controversy of the rebates on excisable exports was settled 
and Pakistan's contentions regarding the payments arrangements 
had also been partially met. There was a cease fire m Kashmir. A/I 
this gave ground for optimism for future Indo-Pakisran rclatfois 
*’ - ■ >is optimism did not last 

■ ■ ■ • lutlook was the dcvalu*"^ 

. .■ ■ the American dollar on 

beptember, 1949, 
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13. Devaluation and After. We shalli in a later sectionj 
make a detailed study of the circumstances leading to the 
devaluation of the pound sterling and consequently of the 
Indian rupee and Pakistan’s decision not to follow suit. Here 
wc shall only refer to the consequence of these developments on 
Indo-Pakistan trade relations. 

Following Pakistan’s decision not to devaluate her currency 
India by an Ordinance raised the export duty on jute manufac- 
tures from Rs. 80 per ton to Rs. 350. “ With a view to crushing 
the economic structure of East Bengal,” wrote the Karachi 
.correspondent of the Bombay Commerce on 15th December> 
“ — and through that of Pakistan as a whole — the mill owners 
at Calcutta and their agents in East Bengal, intended to force 
down the price of jute by deciding not to purchase.”^ As a result 
East Bengal was faced with a depression threatening to send jute 
prices crashing down. But through the timely measures taken 
by the Pakistan Government, which we have already described, 
in the previous chapter, the situation was saved and the artficical . 
slump was successfully arrested. Pakistan was able to market 
almost the whole of the remaining jute of the the season 1949'50 
in countries other than India. 

The Pakistan Government also had to take measures to 
save her merkets from the influx of Indian goods under the new 
conditions. Hence new tarifi^ rates were announced for goods 
of Indian origin. About 35 items were removed from the exemp' 
tion list. Among these were molasses, chemicals of different 
varieties, paints and colours of different ingredients, fur skins, 
cotton twist and yarn. 

The Government of India retaliated by raising the price of 
coal by Rs. 12 per ton and banning the export of this commodity 
on private account. The price of mustard oil exported to 
Pakistan was also raised. Finally, India rejected Pakistan’s offer 
of 1*75 lakh tons of wheat provided under the Inter'Dominion 
Agreement at the new rate of exchange. A veritable trade 
deadlock ensued between the countries, which was further accen- 
tuated by the financial deadlock resulting from India’s refusal to 
accept the new rate of exchange of the Pakistan rupee in terms 

of the Indian rupee. . . t j • ■ u 

When no agreement seemed possible with India on tne 
exchange issue the Government of Pakistan announced on 15th 
November the official rates for selling and buying at 1 t 3'11/1^ 
Indian rupee8= 100 Pakistan rupees and 144'3il6 Indian rupees— 

(1) Commerce : Supplement to Annual Review Number. ,P. (vii). 
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100 Pakistan rupees, respectively. The Oovernment further 
authorised the scheduled fc^nks to enter into transactions for the 
sale or purchase of Indian rupees at the same rates. Transactions 
in foreign currencies at rates ocher than those authorised by the 
State Bank were prohibited. Though State Bank was not prepared 
on its own account to purchase or sell Indian rupees* it permitted 
scheduled banks to make remittances to and receive remittances 
from India within their own resources. 

The trade and financial deadlock that followed almost 
stopped all movements of goods between the two countries. In 
the last chapter we have already studied how intcr-Domlnion 
trade was afiTcctcd by these developments and what steps the 
Pakistan Government took to meet the jute crisis that arose. 

This deadlock continued for about seven months. During 
this time Pakistan entered into trade agreements with several 
countries, in order to make up the deficiencies caused in her 
import and export trade due to India's attitude, by tapping new 
markets for her exports and new sources for her imports. \Vc 
shall came to these agreements in a subsequent section. 

The tension that existed between India and Pakistan after 
the de'valuacion crises ultimately burst in the form of communal 
disturbances in February and March 1950 and the intcrDomlnion 
rciaclons almost reached the breaking point. Early in April, 
however, the two Prime Ministers met and entered Into what is 
known as the Minorities Agreement which cleared the air. This 
Agreement was followed by trade talks between the represents* 
tives of the two countries at Karachi. These resulted in a short 
term Trade Agreement. 

14. Indo'Fakxstao, Trade Agreement of April, 1950. 
This Agreement was sighed on the 21st April, 1950 and was to 
remain in force until July, list 1950. Under It the Government 
of Pakistan undertook to supply to India on the specified dates 40 
taw tttmt a-nd tt>nd\* 

tioni. The Government of India on the other hand undertook 
to supply 20,000 cons of jute manufactures in accordance with 
the similar terms and conditions. In addition facilities were ro 
be provided for puchase by Pakistan from India through normal 
trade channels of the following goods and commodities;— 

Cotton textiles (fine and superfine) 45,000 bales; cotton yarn 
(of counts 40 and above) 5,000 bales; Mustard oil 7,000 tons; 
Tobacco, 5,CO,0M lbs ; steel sheets (corrugated and plain), 5,000 
tons; wheel tyres and axles IfiOO tons; timber 12,000 tons; 
cement for East Bengal 50’000iona; woollen manufactures to 
the value of Rs. 50 lakhs. 
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In addition to the above commodities the two Governments 
agreed that trade in a number of specified commodities; mention- 
ed in the- Agreement (e.g., vegetables, fruit, fish eggs, milk, cotton, 
cotton seeds, soda ash, hides and skins, leather, spices, paints, 
chemicals, acids, cigarettes, electric fans, sewing machines etc.) 
would be permited to take place without import, export and 
exchange restrictions on either side. 

To avoid currency difficulties the two governments agreed 
as a temporary expedient that transactions in commodities which 
the parties had agreed to supply to each other, should be 
accounted for in the Indian rupee through a special accouiit 
maintained with the Reserve Bank of India for this purpose. The 
intention was to maintain a balance of trade in the transactions 
covered by this Agreement. 

The two Governments further agreed that their representa- 
tatives should meet every month to review the progress in the 
implementation of this Agreement. 

Such monthly conferences were held in May and June 1950. 
Discussions included items, mostly pershables, trading on which 
could be made free of import, export and exchange restric' 
tions. In the June conference India agreed to supply part of 
her export of cement (of 50,000) to West Pakistan. India also 
agreed to send Rs. 2 lakhs worth of giant tyres and 2 million 
lbs. of cured tobacco in addition to the commodities listed 
under section 4 of the April Agreement, In view of the slow 
delivery of jute a new schedule of deliveries was agreed upon. 
Pakistan agreed to see to it that the entire quantity of jute 
namely 40 lakhs maunds will be delivered within the stipulated 
•time. ^ 

Another set of discussions took place in Karachi on 22nd, 
23rd and 24th of June, 1950, regarding release of goods destined 
for one country and detained in the other. These included raw 
jute and jute goods, vessels, railway wagons and locomotives etc. 
goods in transit from a foreign countries, other goods in trans- 
it, goods other than raw jute purchased and paid for before 
devaluation. Complete agreement was reached between the 
two countries on all these issues. 

The Agreement of April 1950, expired on 31st July 1950, and 
after a meeting of representatives of the two countries its 
provisions were extended to the end of September 1950. After 
that date Pakistan invited new proposals. India refused to 
enter into any trade Agreement with Pakistan pending the imal 
-decision regarding the question of the ratio of the ' Pakistarj 
rupees, 
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This issue was'bsforc the Intemationed Monetary Fund of^ 
which Pakistan had become a member. The Fund had to ap- 
prove the rate of the Pakistan rupee as proposed by Pakistan. 
This issue was discussed in the middle of September 1950, at a 
meeting ‘ of the Fund. It was decided by the authorities of the 
Fund to postpone their final decision to the next meeting. It 
has been announced recently that the Fund has approved the 
par value of the Pakistani rupee. India acccpte d_the-ratiQ-iOrv 
26th February j . But since the matter has been subjected to so 
rhuch“controvcrsv, let us consider the ease on merit. 

15. Whot Forcce a Country to Devaluate her Currency. 
To clarify the Issue and to understand Pakistan's stand in this 
matter It is necessary to answer the following questions : (a) 
What forces a country to devaluate her currency? (h) What 
were the circumstances thar forced Great Britain to devaluate 
the -pound sterling in terms of the American Dollar? (c) Why 
did India follow Britain in this matter? id) Why did Pakistan 
decide not to follow suit? 

It becomes almost inevitable for a country to devaluate her 
currency when her balance of payments indicates persistent 
disequilibrium traceable to certain fundamental causes. When 
there is a deficit in the balance of payments due to temporary 
causes the situation can be corrected cither by stimulating exports 
or cutting down imports or by international borrowing. At 
present the machinery of the International Monetary Fund can 
make available the required foreign exchange to tide over such 
discquillbrla—a function that used to be performed by the Inter- 
national Gold standard when It used to be effectively at work 
some 20 years ago. When the disequilibrium in the balance of 
payments is due to permanent causes the measures mentioned 
above arc not adequate to meet the situation. The most Impor 
tant cause of a permanent nature is the disparity in the price 
levels prevailing tetween the deficit and the creditor countries. 
Such disparity may be due to inflationary finance, high prices of 
elements of cost like food, raw materials and especially real wages 
in the deficit country. If such a situation arises there arc two 
alternatives available to the country concerned namely r* to 
introduce effective deflationary measures which should result in 
lowering of the whole income and cost structure like cutting 
down svages and other social benefits conferred upon the 
labouring classes, economy In budgets in order to reduce taxation 
of productive, enterprises, etc. But such a process is painful and 


(I) Set the Apptodix tothUChipterforthe newTnde Arrettaentwlth 
India which wti aJeneJ aimultaneouilT •’Uh Indii'a •cc/pr*nce of Pakiittn’i 
no^dtroliutloa dectilon- 
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leads t O' depression a hd wide spread unempIoyment.T he cotnpa' 
ratively easier and more practicable way is to reduce the value 
of the currency of the debtor country in terms of the value of 
the currency of the creditor country. Such a step cheapens the 
exports of the debtor country in terms of the currency of the 
creditor country and affects in the opposite manner the imports 
rroni the creditor country into the debtor country. In this way 
the balance of payments tends to be restored. 

16. Situation in Great Britain in Sept. 1949. Great Britain 
along with the rest of the sterling block and the West European 
countries were faced with such a situation. The West European 
countries had suffered from inflationary finance and war destruc' 
tion on a large scale. Their economies had been disconnected 
from the sources of their raw materials and food, in the East 
European countries, now under the Russian influence, and the 
politically disturbed countries of the South East Asia. Great 
Britain in addition to having suffered from destruction, caused 
by bombing during the War, had exhausted the perennial source 
of her income that used to flow to her on account of her foreign 
investments. Her position had changed from a creditor to a 
debtor country. This made it difficult for her to import food 
and raw materials necessary for the rehabilitation of her industay 
and revival of her. export trade. Added to that was the high 
cost structure which she had developled in meeting her socialistic 
■programme of social security to which her Government was 
■committed after the elections of 1945. The result was that in 
Great Britain, and some other countries of Europe, the price level 
was being maintained at too high a level to make it worthwhile 
for the hard currency areas especially the chief creditor U. S. A. 
fo import goods from them. On the other hand these countries 
needed imports from dollar countries, especially from U.S A. 
for reconstructing their economies. A disequilibrium arose in 
the balance of payment between such countries and the dollar 
areas. To some extent the situation was eased by financial 
assistance given by U.S. A. in the form of Marshall Aid, but such 
aid could not continue indefinitely and was to be stopped by 
1952. Britain was fast losing her gold and dollar reserves. 
There was no choice left for her but to reduce the value of rhe 
pound in terms of the dollar which she did on 18th Se pternbetr 
19 49^ to the extent of about 30 per cent by lovening the rate from 
iTOtb $2-80 per ^ 

of the Sterling block including India and 
most of the Western European countries followed suit, because 
they were in a similar predicament. Pakistan decided not to fall 
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In line with the rest of the sterling block bccauce her circumstance ) 
were different. ' ' 

17. Situation in India. The position of India was in cer* 
tain respects similar to that of Great Britain. Ever since the 
partition — rather ever since the end of the War— Indian trade 
hgures were showing an unfavourable balance. The trade 
dc6clc increased further after the Pakistan areas were separated. 
This was for various reasons. India was now made dependent 
on Pakistan areas for raw jute and raw cotton for her industries, 
She had to import food grains from abroad to make up the 
chronic food dcHclcncy which was now accentuated because 
the food surplus areas of the Punjab and Sind were now in 
Pakistan. Further, the country was in the grip of inflation which 
was partly a legacy of the war but had been further accentuated 
by India’s military adventures In Kashmir, junagarh, and Hyder- 
abad and high defence expenditure which she thought proper 
to maintain in view of her aggressive attitude to Pakistan. Pro^ 
duction, specially industrial production, was nor increasing, in 
fact in certain sectors, it was falling, dac to labour troubles, 
general political and civil strife in the country, and inadequate 
supplies of raw materials especially jute and cotton, due to 
continued strained relations with Pakistan. As regards her 
exports, which normally could have formed a ready market in 
Pakistan, they were partly being deliberately withheld and 
partly Pakistan found them too expensive compared to similar 
imports from other sources There w'as a diversion of trade of 
Pakistan away from India. All this combined with a libera! 
import policy which the Government had been following during 
1948, and early 1949, as a r cmedy against inflation, had created 
a situation In which India was faced with an adverse balance of 
payments. 

This situation was frankly recognised in competent 
quartets In India. In a special article on “India’s Balance, 
of Paymen t” r he Ea srem bcooofojsr wrote ^ MareffTJ, 
''*‘'It'TS''Tbmc~thing to be told iby the indiarT t’inaniC~Mfrtnicf)“’ 
that the problem of our balance of payment with the dollar 
and hard currency countries is causing Government grave 
concern .... How considerable the discqullbrium is is high* 
lighted by the rapid exhaustion of our current purchasing 
authority with the International Monetary Fund. We have had 
recourse to the Fund seven rimes within less than a year and 
have drawn £92,480,000 out of the maximum permissible 
amount for a year of 25 per cent, of out quota f^., £100 millions. 
Thereby v.’t have achieved the unhappy distinction of having 
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made the third largest' aggregate purchases . from ' the Fund 
being next only to Britain and France in this respect^”. • • 

Referring to financing the imports from the sterling assets 
the journal stated : “ The deficit in non-governmental tran- 
sactions in the latter half of the last year (1948) was about 
Rs. .46 crores. Spendable sterling available for the 
same period is only about Rs. 53 crores. This means that 
virtually the whole of the amount of spendable sterling available 
for the period has been taken up by non-governmental tran- 
sactions, including both goods and services transactions* As 
Government transactions — which include financing food imports 
— would also have necessarily resulted in a large net deficit, 
it is clear that India has in fact been having in recent months, 
an over all deficit in current account, which is widely in excess 
of. contemporaneously available spendable sterling^.” To 
meet this situation one of the remedies recommeded by the 
witer of the special article was encouraging exports to Pakistan : 
“The present attitude of indifference, if not of resistence, to 
the development of our export trader with Pakistan must 1^ 
given up and a vigorous attempt should be made to export 
coal, textiles, sugar, vanaspati, leather manufactures and other 
domestic production to Pakistan so that no large sterling 
payment need be made for the raw cotton and the raw jute 
which we must necessarily import from Pakistan to the tune 
of over Rs. 125 crores^.” 

Faced with such a situation it was natural for India to 
welcome the lead given by Great Britain in the matter of 
currency devaluation. In fact competent observers in India 
were anticipating, even recommending such a step some months 
before Great Britain devaluated her currency. This decision 
was quite in keeping with the economic requirements of India. 
But conditions in Pakistan were quite different 

18. Pakistan’s Decision Justified. In contrast to the 
situation in India, Pakistan had no problem of an adverse balance 
of payment. We shall quote the same Indian Journal which in 
another special article on “ Pakistan’s Balance of Payment ’ 
which appeared in its issue of June 10, 1949 wrote as follows : 

“ The dominant fact about the economic position of Pakistan 
today is her very strong balance of payments position, not only 
in relation to India, to which she is exporting essential raw 
materials for her industry, but also in relation to the hard 


(1) Eastern Economist, March 11, 1948 P. 406 

(2) Ibid P. 405. 

(3; Ibid P. 406. 
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currency areas. While other countries wl supply primary 
products have been Importing food or otron5umcr*s goods 
in exchange, Pakistan’s favourable positiortarding supplies 
of food grains has removed an important sofof expenditure 
of foreign exchange. The cumtuative effeci these jactors has 
been to place Poklseart's foreign exchange Poij on a very sat/r 
factory basis and there ate reasons to bemhat the present 
trend can be substantially; maintained at Icai the next few 
jears”^, | 

These special articles arc semi-editorinn this article 
the journal agrees that V the position regig her balance 
of trade is the main barometer of Pnkisn^jlance of pay* 
menrs^.” It is interesting to note that [ same journal 
after the devaluation crisis esserred that istan’s balance 
of payments ” has not-^nd never been'-afue of balancing 
the trade account only^ Among the invisifrcms the writer 
now Includes paymemts for refugee propertlnd, after 1952, 
payments of the Indian debt I Obviously thkessment made 
before the devaluation controversy with p started was 
more Impartial. 

Thus Pakistan’s balance of payments poa » was * strong ’ 
at the time of the devaluation of the pound, ' : that of India 
was causing ’ grave concern ’ to its govemme In fact before 
the Indian rupee was devaluated it was ove ucd in terms 
of the Pakistan rupee and the Pakistan rupee undcr'valucd 
in terms of the Indian rupee. The dcvaluat^f the Indian 
rupee and the non'dcvaluatlon of the Pakistan c restored the 
real relative positions^ of the two currencies. 

Not only Pakistan was not faced witiiy balance of 
payments problem the decision not to devali was justified 
on other grounds as well. Pakistan’s exports c ited of a few 
raw materials like raw jute, raw cotton, hldind skin, raw 
wooU ctCrj both supply and demand for wf was InclastiOr 
assuming that India was to be moved only by cimic motives. 
Pakistan could not have stimulated her expobf the com- 
modities by devaluating her currency, because ^ production 
could not have been substantially increased awhat svas pro- 
duced uras finding adequate markets. In fact d.uation svould 
have only decreased the proceeds of these arts In terms 
of hard currencies and thus would have depri' Pakistan of 
some of her hard currency resources, which Ibadly needed 


(1) E«>tero Economift 11, IM®, P 941 
W Ibid P.945 

J3) Ibid Sepc. 22, 194?; P. If*-. 



300 


ECONOMICS OF PAKISTAN. 


of capital equipment. Oh 'the .other,. hand 
the Pakistan :rupee meant cheaper, imports 
. essential cai and consumer’s goods into Pakistan. Further, 
Pakistan wish .to counter-act the prevailing inflationat'.y 
tendencies, esplly in Eastern Pakistan, in the interest of 
the mass of people. These were the reasons,: which were 
entirely econo, which led Pakistan to follow a path divergent 
from that folld by India. , 

19. Sublent Developments. Now the question arises: 
Has this'decisbecn justified by subsequent events and deve- 
lopments ? ! India allowed Inter-Dominion trade to take 

its normal cot every thing would have gone entirely smoothly 
and all the ejtations of Pakistan would have been fulfilled. 
The differencetween the general levels of prices in - the two 
countries, Pain’s hugej’avourable balance of trade v^tlf Indiai" 
TakistifTs fa^able balarice of trade with' hafd'cufi^ncy_aTeas7. 
when India’sance with these areas was causing concern to 
her governrr, all pointed towards the fact that the natural 
position of t wo rupees was not that of ‘ par ’ with'^each^ 
other. The-^stanLrupe^defmitely had a _lngher purchasing^ 
[pp 5 ver. If Inhad doubts she might ’have”allbwed ndrmal“t'racl'^'' 
imovements cove her assertion that Pakistan’s rupee was over 
[valued undee new circumstances. On the conitray she made 
this issue a ter of prestige and closed those very channels 
through whi’akistani rupee would have vindicated itself vis a 
|v/s the Indiaipee. The fact was that India’s pride was hurt 
when she fo' that Pakistan possessed a much sounder -economy 
than herselfikistan whose economic doom was predicted ■ at 
the time of nrth by Indian Politicians. In order to prove 
that Pakists balance of payments position was not sound 
India snappdl trade links with that country. India knew 
that most oh favourable balance of trade of Pakistan was 
due to her erts of raw jute to India. She therefore refused 
to purchase istan’s jute, ostensibly on the ground that at the 
hew rate exchange the price of raw jute was not economical 
for the Indiute mills. This stand was proved hollow when 
she raised ) export duty on hessian from Rs. 80 Rs. 350 
per ton, h increased to Rs. 750 and again to Rs. 1500 
per ton. was- clear that if jute manufactures could 
be sold af paying such a heavy duty they could also 
bear a-littkeavier charge on the raw material. The real 
reason, hoi^r, was that India wanted to create a crisip iir ^t 
Bengal so c the Pakistan Government would be forced to 
revise her dion regarding the ratio. Moreover, by creating 
an qnfavoue balance of trade for Pakistan India wished to 
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prove to the wo rld *‘**“‘‘ — *• '*“-*-* — was not justified on 

'economic gfdurt'ds not succeed in these 

desig ns. The jute :t by prompt action 

on tlic part of the Pakistan Gox'crnmcnt and later trade 
statistics showed that the balance of trade was in favour of 
Pakistan in spite of a serious fall m Indo-Pakistan trade. Then 
India started saying that balance of ttadc was not the only 
item in the balance of payments Thcoratvcally this might have 
been right, but in the ease of Pakistan the invisible items were 
negligible. As regards payments to India for evacuees property, 
that matter was still under controversy and should have been 
kept out while pronouncing on the ratio Pakistan could adjust 
her trade policy to future needs if necessary. There was no 
justification of devaluation for items which were still a matter 
for future decision. 

As regards other expectations of Pakistan these also on the 
whole have been Tcaliscd There have been a downward 
trend in gcncnl prices, especially food prices in East Bengal, thus 
saving the masses from the evils of inflation The prices of 
imported consumers goods like cloth have not gone down as 
much as they should have on account of certain flaws in the 
issuing of import Imccnces, which the Government has been 
trying to sec right in recent months Pakistan has been able 
to import larger qjanticiesof machincryand at efteaper lates 
than she could have done if the Pakistan rupee had been deva- 
luated. To compensate the loss of her trade with India Pakistan 
has been able to develop trade relations with a large 
number of other countries The devaluation crisis has been 
a blessing In disguise It has made Pakistan realise the dangers 
of her economic dependence on India early in her independant 
life, so that the economy of the new state may be adjusted from 
the very beginning to broader international trade contacts. 
And Pakistan has not been slow to take advantage of this 
opportunity. 

20. Paldstan's Trade Relations with Contries other than 
India Pakistan has entered into the following Trade agree- 
ments with countries other chan India. 

1. Trade Agreement between Pakistan and occupied 
Japan dated 5th June, 194S. 

2. Trade Agreement between Pakistan and Crcchoslo- 
vakia dated 21sc October, 1948. 

3. Trade Agreement between Pakistan and Poland dared 
4th April, 1949. 

4. Trade Agreement between Pakistan and Egypt dated 
24th May. 1949. 
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Pakistan and France dated 

29th November. 1949. 

6. Trade Agreement between Pakistan and West Germany 
dated 19th December, 1949. 

7. Trade Agreement between Pakistan and Czechoslo- 
vakia dated 30th December, 1949. 

8. Trade Agreement between Pakistan and Occupied 
Japan dated 31st December, 1949. 

9. Trade Agreement between Pakistan and Poland dated 
5th July, 1950. 

10. Trade Agreement between Pakistan and Switzerland 
dated 20th July, 1950. 

11. Trade Agreement between Pakistan and Austria July, 
1950. 

12. Trade agreement between Pakfstat and Hungary 
December, 1950. 

All these Agreements follow about the same pattern. The 
contracting parties extend to each other the most favoured 
nation treatment e.g., in the matter of favours, privileges, im- 
munity in respect of custom’s duties, taxes and and charges on 
import and export, or on international transfers of payments 
for import or export, as also the methods of levying such duties 
and charges etc. Wherever relevant, reciprocal privileges are ex- 
tended to each other’s ships in each other’s ports in respect of 
taxes, charges, duties etc. Permission is given to each other’s 
nationals to acquire patent rights and copy rights and to regis- 
ter new designs and trade marks within its territory. Lists of 
articles with their quantities are, attached usually in the form 
of Schedule ‘A’ (exports from Pakistan) and Schedule ‘B’ (ex- 
ports from the other contracting party) promises are given to 
facilitate the export and import of these articles in the given 
quantities through granting of necessary licences or quotas as the 
case may be. 

The list of exports from Pakistan contains Pakistan’s main 
product s like jute, cotton, wool, hides and skins, tea, sports 
goods etc. ^ j 1 

The list of imports into Pakistan is more varied and also 
varies with the particular country according to what the coun' 
try concerned can supply. For instance, the Agreement witn 
Switzerland provides for such exports to Pakistan as chemicals 
and drugs, wacthes aud clocks, tools and workshop equipment, 
machinery, dyes and tanning material, cotton, rayon and sil 
piece-goods and yarn. Agreement with Poland provides for tne 
import into Pakistan of articles like coal, matches, metallurgical 
materials, textile and agricultural machinery, cast iron, pipes etc. 
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The one with Austria alms at getting for Pakistan goods 
like minerals (graphite, magnesite etc.) wooden fibre boards 
cotton piece-goods, paperboard and paper productSi steel, tools 
and working implements, motors and engines, locomotives, 
telecommunication equipment etc. The one with Crcchoslova* 
kia provides for the import of dicsal engines, equipment 
and machinery (textile, sewing machines, sugar mill machinery, 
tractors etc.) fire arms and ammunition, motor cars, buses and 
motor cycles, cotton fabrics, piece-goods and prints, woollen 
fabrics etc. 

The agreement with occupied Japan provides for the import 
into Pakistan of cotton piece-goods, cotton yarn, spindles, 
woollen textile machinery, hydro-electric plant and equipment, 
blcylcs, iron and steel manufactures, electrical goods, paints 
and warnlshes, brass and copper manufactures, rolling stocks, 
optical goods, dyes etc. 

We have given these details to show the kind of things 
Pakistan requires from the outside world m exchange for her 
raw produce. In the last chapter a sratistical study has been 
made of the trends of trade with countries other than India. 
Pakistan’s trade relations arc thus expanding on a world scale. 
Many things like coal, steel goods, cotton textiles and matches 
which India could easily have supplied to Pakistan are now 
being imported in increasing quantities from other countries 

As regards our exports, ft ij true char until the dcv'aJuation 
crisis our main market, specially as regards raw iute and raw cot- 
ton, was India The quantities purchased by other countries were 
relatively small. But this was not due entirely to the paucity of 
demand on the part of such countries for Pakistan’s jute and 
cotton. It was partly because Pakistan through agreement with 
India had committed herself to supply specified amounts to that 
country. It tvas the surplus left after the Indian demand was met 
that used to be allotted in the form of quotas to other countries. 
Another dlCBculty especially as regards rawjutc export was thatof 
portforcililitics. This was partly met by Pakistan through sending 
her jute u’a Calcutta pending the extension of the handling 
capacity of the port of Chittagong. Now, m the first place, 
when India refused to lift Pakistan’s raw jute and raw 
Cotton, these were sent to foreign countries in larger quan- 
tities and the pose-devaluation trade figures show that this Is 
bclngdonc. For Instance, during the period from July 1950 to 
June 1951 Pakistan expected to export -lO lakh bales of jute to 
countries other than India against only 17 lakh bales during the 
corresponding previous period. Our cotton exports have reached 
record heights. Both these products arc m short supply in the 
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world. Secondly, though ^Pakistan has been put to a lot of in- 
convenience on account of non-availability of Calcutta for export- 
ing her raw jute, the handling capacity of Chittagong has been 
considerably increased (from 6 lakh tons to 20 lakh tons in 
3h years) and under the new plans it will be further increas- 
ed (to 38 lakh tons). Moreover, a supplementary inland port (/e. 
Chalna) is being developed to divert some of the traffic from 
Chittagong. When all these developments have taken place there 
will be a problem but not so acute of finding alternative markets 
of Pakistan’s jute and other products if India adopts a similar 
attitude again. 

21. General Agreement on Tariffs and Trade and other 
International Contacts. Apart from the agreements mention- 
ed in the preceeding section, Pakistan is one of the original 
23 contracting parties to the General Agreement on Tariffs and 
Trade. A delegation was sent by Pakistan to the Third Con- 
tracting Parties and the Second Round of tariff negotiations held 
at Annecy (France) in 1949. At this meeting 11 new members 
took part in tariff negotiations with the original members. 
Out of these Pakistan negotiated tariff concessions with Italy* 
Sweden, Finland and Denmark. She received tariff concessions 
from them on cotton seeds cake, hand sewn foot ball covers, 
animal gut strings for sport goods, tennis rackets, hides and 
skins of sheep and goats, badminton rackets, cotton uncorded, 
and jute. In exchange Pakistan gave concessions on marble and 
pumic stone, potassium chlorate, potassium pereblorate and 
perchloric acid, wood pulp, news prints, cordage, rope and 
twine of soft hemp, and prefebricated timber houses. 

Pakistan became a member of the International Customs 
Tariff" Bureau Brussels as early as 1947. At first she was placed 
in the 4th category but due to her increased trade with foreign 
countries has now been placed in the 2nd category. 

Pakistan has taken further steps to develop international 
contacts for the purpose of promoting her trade with foreign 
countries. With a view to promoting trade agreements Pakis- 
tan has been receiving trade missions from other countries and 
has been sending similar missions to foreign countries. Trade 
missions have visited Pakistan from France, U.S.S.R., India, 
Japan, U.K., and Argentine. Pakistan’s trade delegations have 
visited West Germanv, Czechoslovakia, Italy, Switzerland, 
Austria, Poland and Egypt. Most of these visits led to signing 
of trade agreements already noted. 

23. Pakistan’s Trade Relations with U.K. — The United 
Kingdom has always been one of the most important customers 
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of Pakistans’ produce and the nreatest source of her import*. 
After the trade deadlock with India the importance of United 
Kinedom in our trade become still crcatcr. The following 
statistics indicate how important U. Kingdom is in this 
connection. 

Sen borne Trade Rs lakhs. 


Imports 


Exports Pak 
Merchandise 



All 

countries 

U.K. 

% share 
U K. 

All 

countries 

U.K. 

% share 

U.K. 

1948-49 

109.37 

27,01 

25% 

85,62 

14 81 

17.3% 

1949-SO 

111,40 

34,77 

31 2% 

77,20 

17.16 

22.2% 

1950-51 (April 
to Ausust) 

44,07 

12.27 

28% 

53,81 

7,28 

13% 

August 1950 

12,15 

3.25 

27% 

12,30 

161 

13% 


It will be seen that in 1949 50 as compared with 
1948-49 United Kingdoms* share both in our imports and 
exports increased substantially. We got about one-third ol our 
total imports from that country and sent nbout one-quarter of 
our export to it. In the current >car 1950 51 U. Kingdom’s per- 
centage share in our exports has fallen but the monthly average 
is higher than last year. This means that exports to other 
countries, due to diversion from India has increased at a higher 
rate than to U K. Imports from that country have kept up 
Doth in imports and exports the United Kingdom leads the list 
of all the countries during the current >car. 

— U. K. ccs^c rcht/ans arc ecguisfcd bj ihc Trade 
Agreement of 1939 which we h3\c inherted from pre division 
India This Agreement replaced the Ottawa Agreement which 
had been rejected by the Indian Assembly in 1936. It was an 
improvement on the previous Agreement because it narrowed 
down the scope of preferences granted by India to British goods 
while the preferences granted by Britain to Indian products were 
kept more or less the same This Agreement and the Act 
embodying its provisions were both rejected by the Assembly 
{the Muslim League remained neutral) and the Act had lo be 
certified by the Govcrnor^cncral The Agreement, however. 
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\^a9,,not unfair ‘to India, the reiecti6n was mofedue' to p'olificah 
reasons • ■ . - 

■According ^to this Agreement India had to accord a 
preference of 10% to a number of items of imports of British 
goods like chemicals, paints, remnants of piece goods, woollen 
carpets, sewing machines and 1\% on motor cars, motor-cycles 
and scooters, cycles and omnibuses. Most of - these goods were 
not being produced in India and hence did not compete with 
Indian product. 

The United Kingdom' on the other hand agreed to 
continue the previously held concession of free entry of certain 
Indian goods like lac, raw jute, mica slabs, myrobalans etc. 
Further, the following concessions were granted : — 

(0 A preference of 10% ad valorem to bones, linseed, 
castorseed, ground nuts, leather (undressed), coir yarn, soya 
beans and spices. 

(I'O A preference of 15% among other things to certain 
]ute manufactures'. Among the articles in this list were 
cordage, cables, ropes and twine, castor oil, rape seed oil, linseed 
oil, groundnut oil, leather (dressed) parafin wax, 

(i/O A preference of 20 per cent on coir mats arid matting, 
cotton manufactures and certain jute manufactures like sacks 
and bags! 

(iv) A preference at specific rates to magnesium chloride, 
hand made knitting carpeting and floor rugs, ■ coffee, tea and 
rice. 

A clause which led to a lot of controversy and criticism at 
the time related to duties on cotton piece goods. A sliding 
scale. of duties was fixed for such goods which was linked on 
the one' hand with the export of Indian cotton to the United 
Kingdom and on the other with the import of cotton piece 
goods from the United Kingdom into India. 

It will be seen from the above provisions that the 
Agreement need ' drastic revision when applied to Pakistan. 
Most of the goods on which preference is granted by U. K. are 
not exported from Pakistan. On the other hand Pakistan 
continues to import the goods on which Pakistan has to grant 
preference, the Agreement must be revised in the light of the 
new circumstances and needs of our country. 

It would be unwise however to scrape the preferential idea 
altogether. In the first place after the trade deadlock with 
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India our trade relations with U. K. have received new 
importance and significances. Secondly we belong to the sterling 
block which position gives us certain privileges along with 
certain responsibilties. Thirdly, we hav'c a substantial amount of 
our assets in the form of sterling balances kept in London. 
These have to repatriated in accordance with mutual agreements 
Trade links and increasingly growing trade links with the U. K. 
and the Commonwealth are, therefore, to our advantage. At 
the moment the renewal of the Agreement is under consideration 
by the two Governments. Let us hope a new agreement 
satisfactory to both the parts will be signed. 

24. Conclusion The study of the trends in foreign trade 
movements and in trade rciations with India and the rest of 
the world leads to the conclusion that Pakistan is gradually 
but decidedly shaking off the limitations on her economy 
placed by the fact that this country was carved out of a bigger 
whole, which was developed In the past as one economic unit. 
It was natural that the economics of the territories which now 
form two independent states were complementary, just as the 
different parts of the same country usually arc. This comple- 
mentary nature of the economies, however, was artificially 
developed There was nothing compelling or organic about it. 

Pakistan would gladly have continued this relationship, at 
any rate for some time to come, since her Jute and cotton on 
which depended the prosperity of her agricultural masses were 
finding ready markets in India. And further because Indiacould 
supply more convenlcntlyand cheaply Prkistan’s essential require- 
ments in cotton piece-goods, jute manufactures, coal, sugar, 
matches. Iron and steel products and several other articles. It 
is true that ultimately this relationship could not have lasted, 
because Pakistan sooner or later w'ould have developed her 
own industries. 

India on the other Viand was a-nxlcms that this tolDTila\ re- 
lationship between her and Pakistan should be perpetuated. 
Hence her attempts to force Pakistan by direct and Indirect 
pressures to enter Into a custom's union preferably an econo- 
mic union ^^Ith herself. This pressure was brought about by 
denying Pakistan her legitimate claims on the share of jute export 
dut^’ and the rebates on excisable articals which India was 
granting to other countries. Further pressure was brought about 
by withholding essential supplies from Pakistan, especially of 
coal and Iron and steel goods at the critical post-partition 
period, 
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When Pakistan refused to bend India became a little more 
conciliatory on account of her need of Pakistan as a source of 
raw jute and cotton and market for her manufactures. But 
the devaluation issue again stirred her up and led to a dead' 
lock in trade relations. This continued for seven months and 
was partially broken by the need for relieving political tension, 
which was threatening to result in an active military conflict, 
which both the countries wished to avoid. But she never 
gave in over the matter of the ratio until compelled by inter- 
national developments. 

To force Pakistan to revise her decision regarding non- 
devaluation of her rupee India tried to create a crisis by 
refusing to buy Pakistan’s jute and cotton, by refusing to send 
Pakistan coal and other essential articles, by Propaganda on an 
international scale against the soundness of Pakistan’s economy. 
India was convinced that Pakistan could not exist without 
India purchasing her raw jute. But Pakistan was able to meet, 
all these threats and the crisis created by India. 

India’s attitude forced Pakistan to look to other countries 
for selling her raw materials and for purchasing her essential 
imports. This has led to a steady diversion of trade away 
from India and towards a large number of foreign countries 
with which Pakistan has established trade relations through 
bilateral agreements. Perhaps this has been all to the good 
because economic dependence upon a single counry is most 
dangerous for any country. 



APPENDIX TO CHAPTER XVIII 

INDO-PAK TRADE AGREEMENT OF 
26th FEBRUARY. 1951 

This acrccmcnt provides for the ^ Import and export of com* 
modifies between the two Dominions. Three Schedules arc 
attached to the Acrccmcnt. The first contains the list of all 
essential commodities to be exchanged between India and Rikls* 
tan. The maximum quantities or values of such commodities and 
the periods durinc which they have to to imported or exported 
have been specified. The food grains are derailed in the third 
schedule with similar specifications. The second schedule con* 
tains 50 non'csscntial commodities in the ease of which no 
quantitative or monetary maximums and no time limit has been 

The first schedule has been broken up in to two columns one 

’ ’ .... - , ipro the end of June 

: • ■ • . • * for the period from 

, , . * • he commodities con- 

contained in this schedule arc open tore-export. The main 
Items of imports and exports with quantities and time limits arc 
tabled below : 



Period. 

Period 

Total 

Commodity 

26th Feb., 1951 

Ist July, 1951 

16 months 

Coal 

30ih June, 1951 

6 l-’kh tons 

to 

30th June, 1959 
15 lakh tons 

21 lakh tons 

Hard Coke 

10,000 tons 

—— 

10,000 tons 

Soft Coke 

5,000 tons 

20,000 tons 

25,000 tons 

iPigiccct 

6,400 tens 

20,000 tons 

26,400 eons 

Iron and Steel 
products 

7,000 tons 

36,000 tons 

43,000 tons 

Cement 

25,000 tons 

75,000 tons 

1 lakh tons 

Paper 

1,000 tons 

5,000 tons 

6,000 tons 

Mustard Oil'* 

5,000 cons 

15,000 tons 

20,000 ton* 

Rubber tycrs 
and Tubes' 

Rs. 5 lakhs 

Rs 20bkhs 

Rs Z5 lakhs 

Cotton cloth 

nil 

75.000 bales 

iSfiOO bales 


(0 Other ih*n crcle tTff* «rd ruhei arvi tUnt rnd oonMtaniird 

tT«» ind txibtt. 

401 ‘ ‘ 
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B—EXPORTS FROM PAKISTAN TO INDIA 

Priod. Period. Total. 

Commodity ; 26th Feb., 1951 bt July, 1951 - 16 months 

to , , to 

30cli June, 1951 30th June, 1952 ’ 

Raw Jute 10 lakh bales 25 lakh bales 35 lakh bales 

Cowhides 250,000 pieces 1,000,000 pieces 1,250, OOP, pieces 

Sheep skins 200,000 pieces 600,0000 pieces 800,000 pieces 

'No mcximmuras for cotton have been speci6ed in the 
schedules as the Pakistan Government have at present no desti- 
natsonal quotas for cotton. India has been allowed to buy’ free 
ly in the Pakistan cotton market. It has been provided however, 
that if and when the Government of Pakistan decides to 
impose destinational quotas, the quota for India would be fixed 
at 4 lakh bales for the cotton season 1951-52 

Among the commodities listed in the second schedule 
are : fish, vegetables, fruits, eggs, cigars, bidis, milk and milk 
products, washing soap, umbrellas, betel-nuts, cottpn-seeds, 
firewood, matches, paints and varnishes. There will be no 
import or export restrictions or control on these commodities. 
It is only in the case of firewood that a quantitative limit 
has been imposed (of 20,000 tonsy'as its export from East Pakistan 
to India. 

The third schedule contains details of export of food 
grains from Pakistan to India. The agreement provides for the 
export of wheat, rice and gram from Pakistan to India thus : ; 

Up;o the end of June, 1951 : 

East Pakistan will export 24,000 tons and West Pakistan 

1,34,000 tons of rice. • ; 

Upto the end of December, 1951 : 

India will get from West Pakistan 1,41,600 tons of rice and 
upto October, 1952 an additional H lakh tons of rice. 

, As: regards wheat India will be supplied : 

■ 9,000 tons of wheat flour “immediately’' by West Pakistan. 

16.000 tons of wheat upto the end of June, 1951 by East 

Pakis^-an, and ^ , r - 

2.75.000 tons of wh?at upto October, 1952 py West 

Pakistan. 

India will further get 20,000 tons of gram from^ W6st Pak- 
istan upto April, 1952. , , 



Pakistan’s trade relation 4p3 

The prices of the food gtains. hayc 005 been mentioped 
In Agreement, but It is stated, that they havcljcen ^epafatcly 
agreed between the two governments. ' ' ' ' < r • » i 

The two governments have agreed that export and import 
facilities granted by each country to 'the other will not ^ Jess 
favourable than those applicable to any other country in the 
sterling soft currency area. 

In respect of such commodities as are subject to export ‘or 
irapoit licences, the two governments will grant those Ucepces 
upro the ’quantitative or monetary limits specified |n ti\c 
schedules. ' 

It is further provided that the two governments will hold 
periodical consulratlon to consider matters as might arise in 
connection with the supply of the commodities to each other 
during the currency of the Agreement ; or to alter, extend or 
supplement the three schedules oppended to the Agreement* 

In ease there is any dispute regarding rights and obligations 
under the Agreement the matter will be referred to the Food 
Secretaries of the two Governments. ** 

The Agreement extends from 26th February, 1951 tp 
30th June, 1952. 

Simultaneously with the signing of tbe Agreement the 
long standing dispute between the Dominions regarding the 
value of the Pakistan Rupee In terras of the Indian Rupee was 
also settled. The Indian Government recognised the ratio of 
the Pakistan rupee to the Indian rupee at Rs. 100 Pakistan-Rs. 
Hd Indian for all current and trade transactions. " ' ’ 

Procedure on current transactions will be that tbe Ststc 
Bank of Pakistan will sell and buy Indian lupcc^ to and from 
authorised dealers in Pakistan. Simibrly the Reserve Bank pf 
India will sell and buy Pakistan rupees to and from the. author’ 
iscd dealers in India. 

' The Indian rupees earned by Pakistaa from current tranr 
actions will be converted into free sterling “without any 
rcitirctions uhat so ever at any time at the option of the State 
Bank of Pakistan “. 

FTalnUon of the Agreement —The Agreement on the 
whole has been well received in the two countries. InTakistan, 
{ndia*a acceptance of the Pakistan rupees ratio has been 
regarded as a vindication of Pakistan stand In this rcspccr. 
According to the Indian Finanw Minister, on the other hand. 
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tndia has accepted Pakistan’s ratio because “ the economic 
situation in the world has undergone a radical change in favour 
of primary producing countres like Pakistan.” Commerce of 
mmbay expresses a similar view. ” Our own view in regard to 
this matter, however, is ” says this paper, ” that the decision no 
matter how unpleasant from a purely sentimental point of view, 
is nevertheless justified by the altered economic facts between 
■September, 19^9 and today.*” It is argued that in September, 
1949 at the then floor prices fixed for Jute by Pakistan India 
could not sell her Jute manufactures at profitable prices. “To- 
day the position is that even after levying an export duty of 
Rs. 1500 per ton the present price of Jute manufactures leaves 
a very clear margin of profit to the exporter and much larger 
quantities than are available can still be marketed.*” 

.-This is only a part of the truth. Even in the immediate ■ 
post devaluation period India was earning high profits in spite 
of a high export duty on Jute manufactures and could 
afford to pay a slightly higher price for Jute. The real fact is 
that India hoped that by putting pressure through not lifting 
Pakistan’s Jute and starving her of coal, iron, steel and other 
'essentials she would be' able to compel Pakistan to devaluate 
her currency. As a last hope she thought the I.M.F would 
refuse to accept Pakistan’s ratio. When India found that 
Pakistan was able to meet her Jute crisis successfully and that there 
was ho sign of the I.M.F. giving an early decision on this matter 
she thought it wiser to face realities. The developments in the 
international situation have further compelled her to revise her 
attitude in this matter. The set back in Korea to the forces 
of the United Nations increased the fear of another world 
war, started a 're-armament race ; there has been a scramble for 
raw materials specially for purposes of stock piling. This-has 
turned the' terms of trade in favour of raw material producing 
countries. Pakistan’s raw cotton, raw jute, wool, hides and skin 
are in great demand. This has strengthened our balance of 
‘payments position and has left no doubt even in India s 
mind that Pakistan would be able to maintain the value of 
her rupee.. Further, India has realised that if she continued 
to sulk and refused to accept Pakistans ratio oiny she would be 
^the loser. While Pakistan would be able to sell her jute to 
^he growing jute manufacturing rivals of India the latter 
'would lose a gplden opportunity of making high profits, ffom 
'greater exports of jute manufactures. When it was realised 


(1) Commerce : March 3, 1951 P. 366. 
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by India that these exports would also earn hard 
eurrcncy for her, it was rc^rded foolish to persist In her 
transigcnce merely for considerations of prestige Whatever the 
reason, however, it has been a wise, thouch belated decision 
on the part of India and has paved the way for better relations 
between the two countries. The recent trade agreement is one 
expression of this new co^peratK'C relationship. 

» Now as regards the terms of th* trade agreement Itself, if 
they arc honestly implemented both parties will gain. Schedule 
I. contains the essential commodities that ore needed by each 
country from the other. Pakistan has been 6nding it \cry 
difHcult and expensive to import, coal, iron and itcct goods 
etc. from overseas countries. India's main headache has been 
the raw |utc, the scarcity of which had caused wide spread 
unemployment in her jure industry and had considerably 
increased the burden of overhead charges in factories working 
only a fraction of rhcir full opacity Moreover, the fall in the 
export of Jute goods had adversely afTcctcd India's dollar earning 
capacity. For Pakistan also it will be more convenient and 
profitable to sell her jure to her neighbour than to overseas 
countries where the market Is still not fully developed. The 
strain on the Chittagong port will also be relieved, because the 
Jute will go to India by the overland route. Further the 
adminstrativc and financial arrangements improvised for 
meeting the iutc crisis will also become unnecessary to a very 
large degree thus saving considerable energy and expense. With 
greater flow of all kinds of goods between the countries artifi- 
cially created scarcities will be relieved which will be to the 
l^ncfit of the mass of the people. There may be some rise in 
the price of food grains in Pakistan but this is likely to be more 
than compensated by a fail in prices of commodites like cloth, 
coal, iron and steel good paper etc. which will be available in 
larger quantities from Indio. 

Another attractive feature of the Agreement Is the 
arrangementas regards payments. We have already discussed the 
defects, from the point of view of Pakistan, of the Payments 
Agreement of June, I94S. Even the modified Agreement of June, 
1949 which expired in June, 1950 envisaged payments of the 
favourable balance above a certain limit in the form of blocked 
sterling. The new agreement not only provides that all balances 
cafr>cd should be paid in free sterling but also lays down that 
the payment shall be made »hcn desired by the central bank 
of the creditor country. Pakistan has always been a creditor 
country in this respect, because she has alwajs exported more to 
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Indin than she has imported from that country. The new 
agreement ensures that any excess of balance due to- Pakistan 
would be realised in terms of free sterling on demand on the 
part of the State Bank. 

A word of caution, however, is necessary. India has been 
compelled primarily by the international situation to come to 
terms with Pakistan. The past history of Indo'Pak relations is 
not very reassuring and we have yet to see whether a complete 
change of hearts has occurred. While Pakistan should welcome 
every opportunity of developing trade relations with India she 
should not attempt to reverse the new trend towards greater 
diversification of her trade. It is unwise for any country, 
much less a raw material producing country, to become eco- 
nomically over dependent on any particular country. Moreover, 
India is not likely to give up her attempt to achieve self 
sufficiency in jute and if the demand for jute goods in the 
international market falls off it naturally will be Pakistan’s raw 
jute which India will dispense with to the extent that she 
can do so. 



APPENDIX II TO CHAPTER XVIII 

PAKISTAN-U. K. TRADE AGREEMENT OF APRIL 1951. 


Since this Chapter tya* printed n new trade ogreement has 
been signed between United Kingdom and Pakistan which re* 
places the Trade Agreement of 1939 discussed in section 23 
above. The tariff arrangements of the new ogreementr jiovc 
been incorporated in the amended Tariff Act passed by the 
Central Legislature on 10th of April 1951. The malp provi- 
sions of the Agreement arc given below : — 

(fl) The Agreement abolishes preferences .so far given by 
Pakistan to United Kingdom on 31 Items which include motor 
cars, motor cycles, parts of these vehicles, apparels made of 
cotton piece goods and artificial piece-goods, fents, woollep 
carpets, floor rugs, shawls, iron and steel sections, iron and 
steel structures, railway track material, knitting machines etc. 

(Jb) In the case of some Items Imported from U. K. the 
margin of preference has been reduced. These include certain 
iron and steel products, chemicals, paints, engineering pro- 
ducts, cotton ana rayon textiles. The margin in the case of 
cotton ond rayon textiles has been substantially reduced from 
present 15 and 18 per cent, to 6 and 5 per cent, respectively* 

(c) Preferences that the United Kingdom has agreed to 
give to Pakistan goods fall under four categories 

(i) Those which will get preference at the rate of 10% ad 
vdlerem. These include bones, goatskins, undressed skins and 
hides, oil seed cake and meal. 

(//) Those accorded 15% ad wlorcm preference. Among 
these ore box and willow calf, patent leather and machinery 
belting scrap of waster chrome and reptile leather, 

(l//) Goods to wlrlch preference at the specified rate of 2d 
per pound is given. Tea Is the only article In this category. 

(/v) Sports goods and carpets. Different preferential rates 
have been laid down for different articles of this category In a 
schedule attached to the agreement. 

(d) The parties have agreed to give tbe^ most-favoured 
common wealth nation treatment to each other's goods. Under 
this provision products not included In the present agreement 
but exported from Pakistan to the United Kingdom (or t/ce 
icTja) wiU receive the same treatment as the products of any 
other common-wealth country. 
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, (c) Both the parties have taken care to see that then com" 
mitments under the General Agreement on Tariffs and Trade 
are not violated. 

(/) The Agreement is valid for 18 months and will be sub- 
ject to termination at six months’ notice by either party. 

Elaborating the provisions of the agreement the Commerce 
Minister revealed in the Parliament the following facts : — 

(a) Before the conclusion of this agreement the United 
Kingdom enjoyed preference on a volume of trade amounting 
to about Rs. 16 crores. Under the new agreement this volume 
has been reduced to Rs. 9 crores including a trade of Rs. 6 
crores in textile alone ; and Rs. 60 lakhs in drugs and chemP 
cals against the previous figure of Rs. 1.20 crores. The 
volume of trade on which Pakistan gets the advantage of pre' 
ferencc under the new agreement is estimated at Rs. 4 crores. 

(b) In terms of the value of the preference accorded, the 
value- of preference given by Pakistan to the United Kingdom 

; has been reduced from Rs. 178 lakhs to Rs. 65 lakhs and the ad' 
vantage which Pakistan gets on its exports comes to Rs. 35 
lakhs. The gap of Rs. 30 crores is accounted for by other ad- 
vantages which Pakistan gets under the agreement. These 
estimates are based on past trade figures. In the future trade 
in articles to which preference has been given may be less, 
because of the lower rate of preference now accorded and 
. because there is no longer a trade deadlock with India. , This 
will reduce the value of the preference accorded by Pakistan. 

(c) Other advantages conferred on Pakistan by the Agree- 

■ ment are ; 

(0 Recognition on the part of the United Kingdom Gov- 
ernment of the need to maintain the present level of import 
of tea into the United Kingdom from Pakistan assures an off 
take of about 28 million pounds of tea per annum which re- 
presents a major portion of our export surplus. The price 
support that this will give to tea has been estimated at between 
Rs, 20 to 25 lakhs. This advantage is in addition to the ad- 
' vantage we get from the preference in the absence of which we 
would have to face strong competition in Britain with India 
and Ceylon. 

00 In respect of the commodities and goods not inclui- 

■ ed in the agreements the Commerce Minister revealed that 
“ we have been assured by the United Kingdom Government 

■ that they do not at present intend to impose any duty on 
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Pakistan Bcx)ds which arc now admitted free of duty Into the 
United Kingdom.** 

We have already expressed our support of a suitable 
agreement with the United Kingdom including mutual pre' 
fcrcntial concessions. The Agreement that has been signed 
appears to be quite satisfactory from Pakistan's point of view, 
A large number of Items have been excluded from the prefe- 
rential list, In the ease of others the rate of preference has 
been drastically curtailed. Pakistan will get preference for 
her exports to the U, K. The preference given to tea and 
sports goods will be especially valu'iblc The most favoured 
common-wealth nation clause will protect our products from 
the common-wealth competition eg. jute from India. It Is 
wrong to think chat our primary products do not require pro- 
tection In external markets. Our monopoly Is not so abso- 
lute even in jute. In thccascoftca and sports goods prefer- 
ence will definitely help in extension of our exports. At any 
rate the agreement Is only for a period of 18 months and in 
ease It docs not confer expected benefits on Pakistan* can be 
terminated at six months' notice. 



' CHAJiTERXIX 

FOREIGN TRADE 

Balancing Our Payments. 

. 1. Introduction. In the last chapter it has been argued 

that Pakistan had no problem of balance of payments until 
after the devaluation crisiSj when India practically closed all 
normal trade channel with us. And that this was done for 
political rather than economic reasons. Previous to that date 
Pakistan had always managed to balance her accounts with the 
putside world and this fact was recognized by competent 
opinion even in India herself. It ‘ is quite true that during 
I94S'49 and 1949-50 our balance of sea-borne trade was against 
us to the tune of Rs. 15‘93 crores and Rs. 25'42 crores res- 
pectively. But if we exclude the sea borne trade with India 
it was only in 1949*50 that we had an adverse balance of trade 
with the ov’ersea countries and that to the extent of Rs. 16’96 
crores. Our sea borne trade with India always showed an 
adverse balance, though including land borne trade we always 
had a favourable balance of trade with that country. With the 
resumption ; of Indo— Pakistan trade, therefore, it is expected 
that Pakistan’s balance of pa^maents position will be rectified. 
But the subject deserves study from the long term point of vifew. 

2. Balance of Indo-Pakistan Trade. The table given 
below sets forth the balance of trade position both as regards 
our sea'borne and land-borne trade with India ^ : — 


Indo-Pakistan Trade on Private Account, 

1948-49 1949-50 — decrease in 1949- 

Rs. crores. Rs. crores. 50 over 1948-49 

Rs. crores per cent. 


A — Imports : — 

By sea. 

46'61 

13*87 

—32*74 

By land. 

30'39 

25*82 

-457 

Total imports. 

77'00 

39*69 

-37*31 

B — Exports ; — 

By sea. 

24*29 

12*46 

—11*83 

By land. 

85*00 

31*47 

—53*53 

Total exports. 

109-29 

43*93 

—65*36 

C — ^Balance: — 

By sea. 

—22*32 

—1-41 

-20 91 

By land. 

+54*61 

+5*65 

-4S-96 

Total Balance. 

+3:1*29 

+4*24 

— 28 05 


I. Statistics taken from Vakil : Economic Consequences 
India P. 432, 
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70% 

12 % 

49% 

50% 

63% 

60% 


of Div’ided 
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The above table shows that (mainly as a result of the 
devaluation controversy and the resulting trade dcadlocl: with 
India) our total trade with that country fell bv 55% total 
imports falling by 49% and total exports by 60%. The sea 
borne imports and land borne exports fell more heavily than 
land borne imports and sea borne exports. 

As regards the balance of trade the over all favourable 
balance was reduced from Rs. 32.29 crorcs to Rs. 4.24 crorcs, 
the sea borne negative balance fell from Rs 22.32 crorcs to 
Rs. 1,41 crorcs and the land borne positive balance from Rs. 
54 61 crorcs to Rs. 5.65 crorcs. Thus in spire of a seriously re- 
duced trade our merchandise balance with India was positive 
through out. But whereas in 1948*49 this positive balance 
was more than enough to counterbalance the adverse balance 
with Countries other than India, it was not high enough In 
1949^50. 


So far we have taken Pakistan as a whole. The position 
for 1948 — 49 regarding the two wings of the wuntry separately 
is given below r- 


Indo'Pakistan Trade in Merchandise.* (Rs. crorcs) 
West Pakistan East Pakistan 


Exports from 32.09 77.20 

Imports into 52.19 24.81 

Balance 20.10 +5239 

Thus while East Pakistan had on export surplus of Rs. 
52.39 crorcs West Pakistan had oncxecssof Imports of the value 
of over Rs. 20 crorcs. This was due to the fact that our favour* 
able balance with India was due mainly to the export of Jute 
from East Pakistan. India's refusal to life Pakistan jute in 
normal quantities after the devaluation crisis was thus rcr* 
ponsiblc for the reduction of Pakistan's export surplus with 
that country. After the trade deadlock with India, Pakistan 
had to depend more and more on countries other than India 
for the purchase of her imports and the sale of her exports. 
It would be instructive, therefore, to make a study of the trends 
Indicated by overseas trade with countries other than India. 

3. Trade with Countries other than India.— The 
following table sets forth by the month Imports, exports and 
balance of sea borne trade of Pakistan with countries other than 


h Rjutf I ftoa Vsill op dt. P.4H. 
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India during -the calender years 1949 and 1950.:- • 

In Rs. lakhs 

1949 1950 

Imports Exports Balance Imports Exports Balance 


January 

817 

496 

-321 

.581 

871 

+290 

February 

•830 

856 

+ 26 

504 

873 

+369 

March 

1067 

582 

-485 

► 691 

802 

+111 

April 

900 

489 

-419 

632 

802 

+170 

May 

1187 

749 

-438 

777 

1008 

+231 

June 

858 

441 

-417 

563 

680 

+ 117 

•July 

971 

323 

-648 

643 

961 

+318 

August 

1044 

375 

-669 • 

1013 

977 

- 36 

September 

933 

341 

-592 

1078 

867 

-211 

October 

609 

447 

-162 

881 

599 

-282 

November 

622 

408 

-214 

953 

1113 

+260 

Total 

9,838 

5,507 

—4331 

8,316 

9,553 

+ 12,37- 


- We may carapare the pre-devaluation eight months of the 
year 3949 with post devaluation eight months of the year 1950 
as under ; — 


Imports Exports ' Balance 
Jan— August 1949 7674 4310 ' — 33,64 

Jan— August 1950 5404 6974 +15,70 

Thus the adverse balance of Rs. 33.6 crores for the first • 
eight months of 1949 was turned into an export surplus of 
Rs. 15,7 crores, an improvement of about Rs. 50 crores. Taking 
1 1 months of the two years the improvement was of the order 
of Rs. 55.7 crores during 1950 over 1949. The balance of 
trade with countries other than India turned in favour of 
Pakistan for the first time in December, 1949 when it was Rs. 
3.92 crores. After that for every month until July, 1950 Pakistan 
had an export surplus with these countries. For the succeeding 
three months we had an adverse balance totalling Rs 5.29 crores. 
But even this compared favourably with the adverse balance of 
Rs 14.23 crores for the corresponding months of the previous 
year. The balance again became positive for November, 1950 
but adverse for the closing month of the year, when it was 
Rs. 4.60 crores. Figures for January and February, 1951 are not 
yet available but it appears the balance has been heavily in 
favour of Pakistan. According to the Finance Minister of 
Pakistan for the period July, 1950 to February, 1953. Pakistan is 
having an export surplus of about Rs. 27 crores (^) most of 


(I) Budget Speech (1951 — 52) P. 2. 
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which must be due to our trade with countries other than India. 

The favourable over all balance of trade has been due to the 
stlumlation of our export trade especially in raw cotton and raw 
Jute due to RTcatcr international demand for them on account 
of the situation created by the Korean War. The hlshcr prices 
obtained speclatly for our raw cotton have Increased the value 
even more than quantities of our goods exported and the terms 
of trade hive moved in our favour. 

4. The Import Policy of the Government. — The Im- 
provement in our trade balance Is more significant because It 
has not been achieved by curtailing our Imports. The import 
policy of the Government has been made progressively more 
iibcrali so that as the Finance Minister pointed out in his recent 
budget spccchi * about 70% by value of all our commercial 
Imports need no Ilccncch” A reference to the table given above 
will show that comparing the first eleven months of the year 
1950 with those of 19d9, while tmpors were reduced only by 
Rs 15% export improv^fd by 74%. Comparing the months of 
November of each year imports were higher by 53% and 
export by 173%. 

The liberal import policy has been justified by the Finance 
Minister os a method of bringing down prices of consumer 
goods. No doubt the non-devaluation policy of the Government 
and liberalisation of Imports have kept prices of consumer goods 
in Pakistan lower than would have been the ease otherwise. 
There is, however, a general belief that much of the advantage 
of the non-dcvalutlon policy has gone to the trader and the 
middleman rather than the consumer. Complete data is not 
available for us to express a positive view on this point. The 
trend of prices for some months after the devaluation crisis 
was no doubt in the downwards direction although in recent 
months prices have been rising. International and national 
factors arc intermixed here. The Korean war has had Its 
impact on the prices of our exports and imports. The former 
due to greater demand for raw materials for stock pling etc 
and the latter due to shifts in production from consumer 
goods to articles of defence. In the country a potential for 
inflation has been created due to greater currency circubtion 
as a result of the financing of Increased exports of raw cotton 
and Jute. The prices so far, however, have increased only 
moderately*. 


Dudwt Spefjh «951*52) P 2 

(i) TK* probicta of yricvf It truJicd ia ■ cJupirr. St* Ch*;tex 
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. While a liberal import .policy has to some degree pre- 
vented an abnormal rise in prices in the country it is felt that 
it has also been a c,ause of frittering away of our foreign ex- 
change resources. The recent improvement in our balance of 
payments position has been due to causes which are ,of an 
abnormal nature. Even as late as December 1950, /the trade 
balance was heavily against Pakistan and any fall in the demand 
for our raw materials in the international market may again 
bring us into balance of payments difficulties. The recent trade 
agreement with India, however, is likely to make such a con- 
tingency rather remote. Even then a greater discrimination in 
our. imports is called for from the long run point of view. 
Mqjepver our imports so far have been predominantly of 
articles of consumers’ need especially luxuries of various kinds. 
A very small proportion of the total value of imports can be 
attributed to capital goods imports as the table given below 
indicates. 

Imports on Private Account. 


* 

1949^50 

1950-51' 

Total, for 

% of 

Items 


April-Dee. 

2TmontHs 

Total 

' 

Rs. crores 

Rs. crores 

Rs. crores 


Machinery and Mill 

work 

8.25 

8.04 

16.29 

8Z 

Textile 

47.18 

37.22 

84.40 

41,5% 

Other consumer 

goods 

55.97 

46.33 

102.30 . 

50.4% 

Total imports 

111.40 

91.59 

202.99 


Thus the value 

of textile 

alone was 

. over 40% of the 

value ' of the total imports by i 

sea. Capital 

goods were only 


about- 8%- This state of affairs is not satisfactory. 

5. Invisible imports. So far we have been talking of 
visible imports and even here large transactions on Government 
account especially on defence account have not been included. 
Complete data is not available to assess the correct balance of 
payment position of Pakistan. In a previous chapter we tried 
to assess the over all position for 1948-49, which was the year 
with the least disturbed conditions since the partition. We 
found that during 1948-49 the visible trade balance was in 
favour of Pakistan to the extent of Rs. 42 33 crores. The in • 
visible items like net remittance for salaries, wages, profits, 
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rent, {ntcrestt shipping, banking, Insurance were not accounted 
for. There Is no data available about these Items. Nor do we 
have any reliable statistics of the net export of treasure. But 
the most Important Item about which we have no Informa* 
tlon (for obvious reasons) relates to defence Items like arms, 
ammunitions and munitions on Government account etc. On 
the basis of the defence budget one may put this last figure 
round about Rs. JOcrores a year, assuming that about half the 
total revenue and capital allotments are spent outside the 
country. Another R». 5 crorcs may be added in lieu of the 
rest of the Invisible Items. On the basis of these assumptions 
It would not be unreasonable to conclude that during the 
first 19i months ending with March 1949 Pakistan was able 
to square her accounts with the outside world due to the large 
export surpluses earned during that period Upto June 1948, 
we were told by the Finance Minister, Pakistan's earnings of 
sterling exceeded expenditure by Rs. 21 crores. But during the 
next two ^-cars ending June 1950, we had to meet our foreign 
obligations from our sterling balances which were reduced by 
Rs. 90 crorcs during this period. It appears that the strain on 
our sterling reserves began during the year 1949-50, This, as we 
have already pointed out, was due mainly to our Inability to 
earn trade surpluses with countries other than India sufficient 
to make up for the deficiency caused by the fall of our exports 
to India after the devaluation crisis. After November I9i9, 
for 6 months we had a continuous monthly favourable balance 
of trade with countries other than India but this was not 
adequate to give us enough foreign exchange to pay for our 
invisible Imports. Then followed three months of adverse 
balance, one month of export surplus and again one month of 
heavy adverse balance. The year, however, Is likely to end 
with an export surplus which may be of the order of about 
Rs. 30 crorcs. But even then assuming that our net obligations 
on invisible Import and defence account will be of the order 
of Rs. 40 crorcs, this surplus will not dispense with the neces- 
sity of drawing upon our sterling bilanccs. Further It should be 
remembered that from the next year we have to start paying 
Rs. 10—12 crorcs to India In Heu of the debt of Rs. 300 crores 
that we owe to that country^ 

6. Sources of Meeting oar International Obligations.— 
What arc the possible sources from which we can meet our 
international obligations? These may be set out « under: 


(1) For drtalli Tfcsfiss the ocUta of ihU deix m« Ckapur XXIV 
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For tKc purposes of the division of these balances and the 
funds In the Empire Dollar Pool* a financial agreement was 
signed between India and Pakistan on the eve of the partition. 
The principles accordinc to which assets and liabilities were to 
be divided bet^veen the two countries arc considered in a later 
chapter*. Here It may be noted that before allocation to 
Pakistan and India the balances were reduced by £ 276.5 millions 
in lieu of the surplus war materia! transferred to undivided 
India and the pensions payable to British servants of pre^ 
partition da)s. 

Periodic apreements have been sipncd between Pakistan 
and the United Kinedom according to which Pakistan’s share of 
the balances is bcinp pradually released. These acreements arc 
noted below. 

8. U.JC— Pakistan Financial Agreements —The first finan- 
cial ncrccmcnt took place between India and the United Kingdom 
on the eve of the Partition in August. 1947 Tins Agreement 
covered the period upto 31st December 1947 and provided for 
Pakistan’s share of the released sterling as C 6 million. This 
Agreement required the Reserve Dank of India to open tuo 
accounts called No 1 and No. 2 Accounts with the Bank of 
England. The totnl sterling Asscst were credited to No 2 
Account. Of this a sum of £65 million was credited to No. 1. 
Account as initial release. Of this £35 million was for 
current purposes and £ 30 million as working balance. The 
balance in No : I Account could be freely spent in current 
transactions and could also be freely converted into hard 
Currencies. No. 2. Account could only be used for agreed trans- 
fers of a capital nature and not for current purposes. Separate 
Accounts were later opened for Pakistan which were token 
over by the State Dank of Pakistan from the Reserve Dank 
when the former came into being on Ist July, I94S. 

The first Separate Financial Agreement between U.K. 
and Pakistan was signed on February 194S vvhich covered the first 
half of the year 1943. Under this Agreement £6 million were 
released to Pakistan for current tran«actions. In addition a work- 
ing balance of £10 million and a sum of £4 million, the unspent 


(1) The Englre D.llsr Pool »*« crejte J duflng the w»r toeonterre 
forden exchince rctource* of fSe Brlil»*i Eaoire for ••-pjfpoi** ft If s 
{u’\6 conttlnine fc>fe!|;n etcSinse retai-cet, of the diferrot t erlios irfa 
ounttle* »Uh he Dinl. of Entlini Meo*^n of the »te-Iinc am can ©‘•tain 
tHeir foreljn exchince Iron iHft ftiad cad ther are err^cteJ to ieep thdf 
fereljn rxehante etminff In ttetlirr orlU* sMt fund. 

2 5<c Chtprer XXIV'. 
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to be made by India, by agreement between the two Dominions. 
This was CO be reimbursed, so far as Pakistan’s liability was con* 
cerned, to India In blocked sterling. It was also agreed that a 
share of the recoverable war expenditure payable to undivided 
India would be paid directly by U.K. to P.akistan In blocked 
sterling. This came to Rs. 11 crores as Pakistan's share. 

As regards sterling pensions payable by Pakistan’s Central 
and Provincial Governments Rs 10,69 crores was to be funded 
with H.M.G. In block sterling. In return that Government would 
make available to Pakistan sterling annuities during the next 
fifty years to enable persionary and provident fund liabilities 
being met from year to year. 

Tbe next Agreement covering the period July 1949— June, 
1950 was signed between the Pakistan Government and H M.G. 
on 5th August, 1949. Under this Agreement £ 12 million were 
released for general purposes and on additional £ 5 million for 
meeting expenditure on refugee rehabilitation. 

An important change was introduced with regard to the 
allocation of hard currencies from the Central Reserves of the 
Sterling Area (Empire Dollar Pool). Doc to heavy drain on the 
central gold and dollar reserves, in the Commonwealth 
Finance Mlnfstcr’s Conference it was decided that dollar 
expenditure during July, 1949— June, 1950 should be hmlrcd to 
their expenditure during the calender year 194S. An exception 
was made in the ca<c of Pakistan for whose case the period of 
July, 1948 to June, 1949 was fixed as the basic year for the calcu- 
lation of the 75 percent limit. 

We have already referred to the Payments Agreement 
with India signed on 30ch June, 1943 for one year, later 
modified and renewed. According to this Agreement the State 
Dank of Pakistan and the Reserve Dank of India were required 
to purchase and sell Indian and Pakistan rupees respectively 
at par w’lthout limit to any party desiring remittance of funds 
from one Dominion to the other. No restrictions were to be 
Imposed on the transfer of currency from one Dominion to the 
other, but If the accumulations of one bank exceeded Rs. 15 
crores the excess was to be paid first by t set off against the 
balances of the other bank and any further excess by payment 
instctUng. Since PaUinn cxt>otted more to India than sbe 
Imponed from her Pakistan's l^Iance with the Reserve Bank 
of India accumulated. On I Ifh Februarr, 1949 our balsnce with 
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the Reserve Bank of India stood at Rs. 21.39 crores after a pay'' 
ment of Rs. 5.17 having been received by us in free sterling. By' 
September, 1949 Pakistan’s balance increased further so that 
Rs. 15 million in free sterling and £ 1,485,000 in blocked sterling 
were due to be transferred to Pakistan account in lieu of 
Pakistan’s favourable balance with India 

On India’s refusal to pay this sum, at Pakistan’s request, 
the United Kingdom Government allowed Pakistan a temporary 
release of £ 14 million. 

Under this Agreement in addition to the £ 14 million 
temporary release which was made permanent, a further amount 
of £ 15 million was transferrei to Pakistan’s No :1 Account. In 
addition a sum of £ 2.5 million was released to enable Pakistan 
to meet her exceptional requirements of foreign exchange upto 
the end of September, 1950, arising from the then existing state 
of trade and payments with India. This arrangement could be 
further reviewed on Pakistan’s request if the Indo'Pak trade 
did not flow freely. 

Pakistan separately agreed to limit her dollar expenditure 
during the period from July 1, 1950 to June, 30, 1951. 

Thus the total releases of sterling in favour of Pakistan so 
far have been as follows : — 

July, 1947 to June, 1948 £ 16 million. 

July, 1948 to June, 1949 £ 10 million. 

July, 1949 to June, 1950 £ 17 million. 

' Temporary Release now 

made permanent £ 14 million. 

July, 1950 to June, 1951 £ 17.5 million. 


Total £ 74.5 million. 

. Thus upto 30th June, 1951 Pakistan will have got released 
£ 74.5 million worth of sterling from her sterling balance 
including £ 14 million drawn in lieu of India’s obligations which 
will be adjusted when sterling is received from India. It has 
been estimated that after necessary adjustments having beerr inade 
Pakistan’s share of sterling balances earned during predivision 
period came to £ 176 millions^. Thus after the release of £ 74.5 
million the balance left in the blocked account is£ 101.5 millions. 
We have ignored the interest earned there on: During the two 
years ending 30th June 1951. Pakistan will have drawn (u 
nothing more is released) on the average about £ 25 millions a 
year. At this rate the remaining sterling in this account will iast 
another four years and will be exhausted by June, 30th 1955. 

(1) ‘Wealth’ Vdl I No. I p. '6. 
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’ If, however, due to greater demands on thc^c assets larccr 
amounts ore released by the United Klncdom these balances could 
be exhausted carliar. But the whole of this amount Is not 
available for actual expenditure because a cood amount must be 
kept 08 cover aplnst the currency notes issued by the State Bank 
os we shall see* 

9. The Rate of Stcrlinf* Expenditore.-s-So far we have 
only talked of the release of Sterhne from the blocked account 
to the current account But release docs not nccccsarily Imply 
expenditure ond oil expenditure docs not come from this 
account. There arc current earnings from cur net exports to be 
taken into account. To assess the amount of stcrlinc available 
and already spent by us It Is necessary to examine the sterling 
assets of the State Bank of Pakistan. 

The total sterling transferred from the Reserve Dank of 
India to Pakistan between August, 1947 to June, 19^9 amounted 
lis. 190 crorcs.* Upto April, 1949 very little of this was actually 
•pent. The sterling assets' of the State Dank stood as follows 
on the various dates as Indicated . — 

Rs Crorcs 



I«uc 

Banking 

Vl'IthRD 


27ih May, 1949 

Dept. 

Dept, 

of India. 

Total 

89 

82 

4 

175 

2nd Sep. 1949. 

79 

70 

3 

252 

28th April, 1950. 

67 

32 

3 

102 

8th Sept. 1950, 

62 

. 32 

3 

97 

29th Dee. 1950 

62 

44 

3 

109 


The abovt table Indicates.— 


Total reduction upto Devaluation crIsls=Rs. 190 — 152 crorcs 
=sRs. 38 crorcs. 

Total reduction from Sept. 1949 to April 1950 = 50 crorcs. 

Total reduction during 1949—50 =&S crorcs. 

Deduct Rs. 42 crorcs due to revaluation’ =46 crorcs. 

Thus actual expenditure of sterling during the >e3r 1949-50 
wasRs. 46 crorcs The over all adverse balance on merchandise 
account for the vear svai Rs. 13 crorcs. This leaves Rs 33 
crorcs for Inv Isiblc items and Defence items. 


<I) V.ViWepcltr.4}? 

(2) ThJi Inciuicf cath, »he^ ttra vsetUnc tccounti and DiI4qc« wish 
ihe RfKtre Bank of IndU 

IJ) Thlf Tfprmnti tSe b*» due lo fall in tSf tvrc« TtJuc ot tbf rtrlior 
CO tuoust of tbc deriluaiiQti. 
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It would appear therefore» that Pakistan was exhausting her 
sterling assets at the rate of about Rs. 55 crores a year after the 
devaluation of the pound sterling took place. It would have 
been impossible to maintain this rate of expenditure especially 
when we know that very little of this valuable foreign exchange 
was being spent on the import of capital goods. This indicated 
the necessity of meeting the situation partly by a discriminatory 
control over Pur imports and partly by stepping up of our exports. 

10. Stepping up our Exports.—In recent months, as we 
have already noted, Pakistan’s export trade has received consider- 
able stimulations. The value of our exports has especially 
shown a large increase. Raw jute, raw cotton, raw wools 
hides and skin, all our important exportable raw materials 
have, met with increasing international demand at increasing 
prices. There have been record exports of raw cotton in 
spite of heavy exporf duty which was increased from Rs. 60 per 
bale to Rs. 180 per bale and again to Rs. 300 per, bale in about 
a month’s time in Oct.'November, 1950 yielding ' about Rs. 25 
crores of additional custom’s revenue. Foreign countries other 
than India will have purchased about 40 lakhs bales of raw jute 
this season as compared to 17 lakhs bales last season. In spite 
of 25% export duty imposed on it in December last the export 
of wool has also shown considerable increase and so is the case 
with hides and skins. We are thus expecting a high export 
surplus during the financial year just ended in spite of trade 
deadlock that prevailed with India during the major portion of 
this year and inspite of a liberal import policy. In fact our sterl- 
ing assets had increased to £ 152.7 million^ by 23rd of March 
1951. It would appear, therefore, that talking of> stepping up of 
our exports is now a bit out of season. More over, it may be said, 
that, as has already been argued by us, our balance of payments 
difficulties were mainly the creation of India’s attitude towards 
our currency policy and now that India has recognised the par 
Value of our rupee and a Trade Agreement with her promises the 
normal flow of trade between the countries, the emergency 
has passed away. No doubt there is a considerable* element of 
truth in this way of reasoning. But it must be remembered 
that our export boom is due to temporary causes. It is because 
of this realisation that Pakistan’s Finance Minister has so wisely 
used the big surplus in the Budget, (due to greatly increased 
Customs’ revenue), not so much for tax relief as for the creation 
of various developmental funds. As regards the ending of trade 

Budget Speech (1951-52). . . , .ua 

(2) Including cash, short iterm sterling account and balance with th® 

R. B. of India. 
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deadlock with India it is quite Wellcome; but we should not 
let it influence our long term policy. From our trade relations 
with India in the past it should be clear that the latter country 
will keep the channels of her trade wjth Pakistan open only so 
long, and in the manner that, will suit her own interests The 
main article that India wants from Pakistan is raw jute and 
strenuous efforts arc being made in that country to make the 
jute industry independent of Pakistan's raw material and partial 
success has already been achieved. 

The basic weaknesses of our economy in this context ore 
two (a) Pakistan’s export consiss of a few primary products, the 
demand for which is subject to considerable fluctuations from 
the very nature of these materials (b) The markets for these 
materials arc a few countries any one of which by changing her 
demand under political or economic pressures can throw our 
economy and our finances out of gear. Our over-dependence 
on India for the sale of raw jute leading to an economic and 
financial crisis in East Bengal in the autumn of 1949 offers a 
good example of what can also happen, though perhaps not 
in the same degree, in the ease of our other exports 

Our commcrical policy must aim at the elimination of 
these basic weaknesses. To some extent this position has been 
rectified during the last year or so A much greater number 
of countries now share our exports than they did before the 
devaluation crisis. Moreover, there is & slightly greater diversity 
in our exports. The danger, however, is that the ending, for 
the time being, of the trade deadlock with India might make us 
complacent and these new tendencies may be reversed. This 
should not be allowed to happen. Through well planned and 
positive action an attempt should be made to save our economy 
from ovcrdcpcndcncc upon any particular county. Moreover, 
through diversification of production we should achieve greater 
diversity in our exports so that we donocdcpcndforoureco- 
nomlc and financial stability upon just a few primary products. 
We arc gbd to notice that the Government js fully alive to the 
situation. What is wanted Js a more aggressive pursuit of the 
policies aiming at these objectives 

\Vc have already refened to the policy of entering into 
bilateral trade agreements with foreign countries. This policy 
should be pursued on a wider scale. More trade mluions and 
delegations from our potential markets should be Invited and 
our own missions sent abroad. We mui- etabluh our Embasiics 

and appoint Trade Commissioners in all imponant countries. 
The policy of appolntlngTradc Commlssloncn hasbecnfollowcd 
rather too liciutcly and hesitatingly. A *1 sci 
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the personnel for these posts is neccessary. People with high 
cultural background along with practical common sense 
should be selected. Safegaurds are necessary ' against " the 
possibility of businessmen seeking these jobs for promoting their 
individual business interests. 

No amount pf international trade contacts will help, how- 
ever, unless the quality of our goods is kept high. We have 
now a Central Jute Committee and a Central Cotton Com- 
mittee. Similarly we have a Jute Board and a Cotton Board. 
Similar Boards and Committees should be formed in the case 
of other important exportable raw materials. Recently a 
Pakistan Standards Institution has been formed. Under their 
guidance the quality of the product should be improved and 
maintained at a standardised level. The problem of jute is 
the creation of greater baling capacity, greater tran.^port faci- 
lities and extension of port and shipping facilities. The long 
period problem of raw cotton is the substitution of the long 
staple (American) variety in place of the short .staple (Desi) 
variety which will improve quality as well as yield, improve- 
ments in the methods of transport and marketing and enfor- 
cement of safeguards against deterioration through mixing, 
provisions for better grading, and storage facilities. In the case 
of wool a scheme for its proper shearing and greading has already 
been evolved and needs implementation. Similar problems 
of ensuring good quality through proper handling and grading 
have ot be tackled in the case of hides and skins. The same 
applies to the grading and blending of tea. The Government 
of Pakistan a ftw months ago constituted a Pakistan Tea Board 
which is charged with the task of promoting the sale and con- 
sumption of Pakistan tea at home and abroad. We have to see 
that we offer the best quality products at competitive prices 
especially under th present conditions when we have to com- 
pete in the case of some of our products like tea with coun- 
tries which have devaluated their currencies and have thus 
obtained some competitive advantage over us. 

So far regarding our exports consisting of primary and 
semi-manufactured products. Regarding the diversification of 
our exports we must try to produce a larger number of ex- 
protable articles. It will be a long time, however, before we 
are able to supply to the international market products of 
our large scale industries which, in the main have yet to be 
established. But there is considerable scope for the expansion 
of the products of our handicrafts. The sports goods industry 
can. supply a variety of articles and so can many other cottage 
industries an account of which we have already given in an 
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earlier chapter. Our cottage industries howcvcri need ration* 
oHsatlon In the matter of technique of production, arrange- 
ments for the supply of raw materials, training of workers and 
facilities for finance and marketing. The application of the 
co-operative principle to our cottage industry has not so far 
yielded spectacular results. It would be worth while Inquiring 
into the causes of this failure. The recently appointed Com- 
mittee on co-opcrallon, we arc sure, will go Into this matter. 

A few months ago the Government of Pakistan establish- 
ed a Foreign Trade Development Council which consists of 
representatives of the commercial community. Its function 
is to advise on the ways and means of promoting Pakistan's 
trade with a view to maintaining her balance of payments 
onJ creating nn export surplus to be used for financing of im- 
ports of capital goods and other essential Industrial raw mate- 
rials. In a meeting held in September 1950 the Council re- 
commended the establishment of an Export Promotion Com- 
mittee which the Government has recently set up. 

The Committee has been asked to suggest lines of policy 
for expansion of trade including the export and Inrer-provln- 
clal trade. The Committee has also to suggest goods and 
commodities which arc susceptible to significant expansion In 
their trade. The Committee will fix its main attention on com- 
modities like hides and skins, cotton seed, betel nut, tea, sports 
goods, surgical instruments, fruits, and handicrafts of various 
kinds. This list docs not include our two main exports, raw 
cotton and raw jute, which arc already receiving adequate at- 
tention from the Cotton Board and Central Cotton Com- 
mittee, and the Jute Board and the Jute Committee respect- 
ively. Another function of the Committee will be to examine 
Impediments In the way of increasing exports, particularly 
those relating to price, quality, quantity, standards, and trans- 
port and freight and to suggest remedial measures. 

The* Committee has alsc been osked to make recommen- 
dations reprding potential markets, publicity and expansions 
and measures of assistance to traders etc. The Committee 
was expected to make its report to the Ministry of Commence 
by the Hth of April 1951. 

The appointment of such a Committee is a step in the 
right direction. It Is expected that ihc Committee will ^ 
able to pool the existing Information on these matters and will 
be in a position to prepare ground for the formation of a sound 
commercial policy on the part of the Govertunent. 
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11. Conclusion. From this discussion the conclusions that 
follow are (/) Pakistan must depend for the import of con- 
sumers goods on her export surplus and not her sterling 
balances which latter should be used entirely for financing 
our economic development. (i7) So far the Government has 
been rather too liberal in her import policy and the effect of 
this policy on the prices has not been significant enough to 
justify frittering away of our hard earned sterling reserves. 
On) The present boom in our export trade has been due to in- 
ternational factors on which we cannot depend from the long 
period point of view. What is needed is a carefully framed 
commercial policy which should aim at (a) Stimulation and 
diversification of our exports both as regards countries and 
commodities, (b) Greater discrimination in our imports. Only 
very essential consumers goods should be allowed to come in 
and these only to the extent justified by the export surplus earn- 
ed by normal trade channels. 
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A. The Intcrnation*! Monetary Fund. The World War 
II was yet in propress when it was realised that the proper uti* 
Illation of the world's resources and the balanced economic 
development of the various countries was the basic need if 
future wars had to be prevented. As a result of a pathcring 
of 44 nations at Brctton»woods in the Summer of 1944, two 
institutions were brought into bclnr, one to encourage multi* 
lateral international trade through helping countries in tem- 
porary difficulties regarding their balance of payments and the 
other to finance the economic reconstruction and develop- 
tnent of War ravaged and underdeveloped countries and thus 
to expand trade and raise living standards all over the world. 
The former was the oHcctIvc of the International Monetary 
Fund and the latter of the International BJnk for Reconstruc- 
tion and Development. 

The purooscs of the Fund and the Dank have been clear 
!y defined in tnc Articles of the Agreement and cover a wide 
field. 

The Fund has the following obicetives before It in the 
discharge of its various functions 

(a) To promote international monetary co-operation 
through a permanent institution which provides the machi- 
nery for consultation and collaboration on international monc' 
tary problems. 

(b) To facilitate the expansion and balanced growth of 
international trade and to contribute thereby to the promotion 
and maintenance of high levels of emptoyment and real income 
and to the development of the productive resources of all the 
members as primary oblectlvcs of economic policy. 

(c) To promote exchange stability*, to maintain orderly ex- 
change arrangements among members and to avoid competitive 
exchange depreciation. 

(d) To assist in the establishment of a multilateral system 
of payments in rcipect of current transactlorxs between mem- 
bers and in the elimination of foreign exchange restrictions 
which hamper the growth of world trade. 

427 
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(c) To Rive confidence to members by making the fund’s 
resources available to them under adequate safeguards, thus pre- 
viding them with opportunity to correct maladjustments in their 
balance of payments without resorting to measures destructive 
of national or international prosperity. 

The Fund aims at maintaining exchange stability through 
fixing the par values of the currencies of the members who 
undertake to adhere to their par values and not to change them 
without the consent of the Fund. The Fund supplies a mem' 
ber with the currency of another member in order to enabie 
it to get over any maladjustments in its balance of payments. 
The use of the Funds resources, however, are governed by 
certain conditions. According to the Articles of the Agreement 
a member is only entitled to buy the currency of another 
member in exchange of its own if it is needed to restore 
equilibrium in its balance of payments. 

The assistance of the Fund, however, is only given to 
get over short term difficulties regarding the balance of pay' ' 
ments of members' The object is not merely to supply cur' 
rcncy of certain members to other members in balance of 
payments difficulties. The primary object of the Fund is to pro' 
mote international monetary co'operation by facilitating an 
expanding and balanced system of world trade. All actions 
of the Funds are subordinated to the achievement of this end. 

B. The Bank of International Reconstruction and. De' 
velopment. The Bank is a sister institution to the Fund. In 
fact the membership of the Funds is a condition precedent for 
the membership of the Bank, 

The purposes of the Bank according to the Articles of 
Agreement are as under : — 

(a) To assist in the reconstruction and development of 
territorries of members by facilitating the investment of capi' 
tal for productive purposes, including the restoration of econo- 
mies destroyed or disrupted by war, the reconversion of pro' 
ductive facilities to peace time needs and the encouragement 
of the development of productive facilities and resources in the 
less developed countries. 

(b) To promote private foreign investments by means of 
guarantees or participation in loans and other investments 
made by private investors ; and when private capital is not 
available on reasonable terms to supplement private investment 
by providing on suitable conditions finance for productive put' 
poses out of its own capital, funds raised by it and its other re- 
sources. 
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(c) To promote rhe long range balanced growth of inter' 
national trade and the maintenance of equilibrium in balances 
of payments by cncanraging international investments for the 
development of the productive resources of members, thereby 
assisting in raising productivity, the standard of living and con- 
ditions of labour in their territories. 

(d) To arrange the loans made or guaranteed by it in 
relation to international loans through other channels so that 
more useful and urgent profects large and small alike will be 
dealt with first. 

(c) To conduct its operations with due regard to the 
cfTects of international investment on business conditions In the 
territories of members and in the immediate postwar years to 
assist in bringing about a smooth transition from a wartime to 
a peacetime economy. 

Pakistan's membership of the Fund and of the Dank was 
accepted in July, 1950 and Pakistan signed the Articles of Agree- 
ment of the Fund and the Bank on the 11th of that month, Pak- 
istan's quota in the Fund and the Dank has been fixed at a 
hundred million dollars each. Pakistan hMds the fourteenth 
largest quota in these institutions as show’n below 

Quotas m million dollars. 


Countries 

I.M.F. 

I. B. 

1. U. S. A. 

2,750 

3,175 

2. U. K. 

1,300 

1300 

3. China 

500 

600 

4. France 

525 

525 

. 5 India 

100 

100 

6. Canada 

300 

325 

7. Belgium 

225 

275 

8. Ncthcrland 

225 

225 

9. Australia 

200 

160 

ID. ’ita\y 

ITO 

ns 

11. Braril 

150 

125 

12. Crcchoslot'akla 

125 

105 

13. South Africa 

100 

100 

14. Pakistan 

100 

lOO 


These quotas arc not final. Members can apply for more 
quotas if they so wish. In fact the ex stmg arrangements have 
to be reviewed every five years and if necessary the Fund can 
propose an adjustment of the quotas of the members. Quotas 
can be adjusted at the request of the member concerned. 

The quota has to be pild as follows : — 

25^ of the total in gold ; 10^ of its net official holdi.'igs In 
gold and dollars, the balance in the currency of the member 
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(c) To give confidence to members by making the fund’s 
resources available to them under adequate safeguards, thus prc' 
viding them with opportunity to correct maladjustments in their 
balance of payments without resorting to measures destructive 
of national or international prosperity, 

The Fund aims at maintaining exchange stability through 
fixing the par values of the currencies of the members who 
undertake to adhere to their par values and not to change them 
without the consent of the Fund. The Fund supplies a mem' 
ber with the currency of another member in order to enabie 
it to get over any maladjustments in its balance of payments. 
The use of the Funds resources, however, are governed by 
certain conditions. According to the Articles of the Agreement 
a member is only entitled to buy the currency of another 
member in exchange of its own if it is needed to restore 
equilibrium in its balance of payments. 

The assistance of the Fund, however, is only given to 
get over short term difficulties regarding the balance of pay' ' 
ments of members! The object is not merely to supply cut' 
rency of certain members to other members in balance of 
payments difficulties. The primary object of the Fund is to pro' 
mote international monetary co-operation by facilitating an 
expanding and balanced system of world trade. All actions 
of the Funds are subordinated to the achievement of this end. 

B. The Bank of International Reconstruction and. De- 
velopment. The Bank is a sister institution to the Fund. In 
fact the membership of the Funds is a condition precedent for 
the membership of the Bank. 

The purposes of the Bank according to the Articles of 
Agreement are as under : — 

(a) To assist in the reconstruction and development of 
territorries of members by facilitating the investment of capi' 
tal for productive purposes, including the restoration of econo- 
mies destroyed or disrupted by war, the reconversion of pro- 
ductive facilities to peace time needs and the encouragement 
of the development of productive facilities and resources in the 
less developed countries. 

(b) To promote private foreign investments by means of 
guarantees or participation in loans and other investments 
made by private investors ; and when private capital is not 
available on reasonable terms to supplement private investment 
by providing on suitable conditions finance for productive pur- 
poses out of its own capital, funds raised by it and its other re- 
sources. 
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(c) To promote the long range balanced growth of inter- 
national trade and the maintenance of equilibrium in balances 
of payments by cncanraging international investments for the 
development of the productive resources of members, thereby 
assisting in raising productivity, the standard of living and con- 
ditions of labour in their territories 

(d) To arrange the loans made or guaranteed by it in 
relation to international loans through other channels so that 
more useful and urgent projects large and small alike will be 
dealt with first. 

(e) To conduct Its operations with due regard to the 
effects of international investment on business conditions in the 
territories of members and in the immediate postwar years to 
assist m bringing about a smooth transition from a wartime to 
a peacetime economy. 

Pakistan's membership of the Fund and of the Bank ivas 
accepted in ]uly, 1950 and Pakistan signed the Articles of Agree- 
ment of the Fund and “he Bank on the Uth of that month. Pak- 
istan’s quota m the Fund and the Bank has been fixed at a 
hundred million dollars each. Pakistan holds the fourteenth 
largest quota In these institutions as shown below .— 

Quotas m million dollars. 


Countries 

IM.F. 

I B. 

1. U S. A. 

2,750 

3,175 

2. U. K 

1,300 

UOO 

3. China 

500 

600 

4. France 

525 

525 

5 India 

100 

400 

6. Canada 

300 

325 

7. Belgium 

225 

275 

8 Nethcrland 

225 

225 

9 Australia 

200 

180 

10 Italy 

180 

125 

11. Brazil 

150 

125 

12. Czechoslovakia 

125 

IDS 

13. South Africa 

100 

100 

14. Pakistan 

100 

100 


These quotas arc not final. Members can apply for more 
quotas if they so wish. In fact the ex sting arrangements have 
to be reviewed every five years and if necessary the Fund can 
propose an adjustment of the quotas of the members. Quotas 
can be adjusted at the request of the member concerned. 

The quota has to be paid as follows : — 

25% of the total in gold ; 10% of its net official holdings in 
gold and dollars, the l^ncc in the currency of the member 
concerned. 
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CHAPTER XX 

TRANSPORT 

1. Introduction : It has been well said that * Transport 
is civilisation*. Easy means of transport and commuuication 
arc of the utmost importance for the economic development, 
social progress and political stability of a country From the 
economic point of view transport expands the area of division of 
labour, facilitates the movement of raw materials from their 
place of production to the place of their utilisation ; in return 
it helps the movement of goods from producing centres ro con' 
suming centres All this results in more and better production, 
in levelling up the deficit areas and in the economic absorption 
of surpluses of the surplus areas. Economic history of all advanc- 
ed countries shows that their economic development was acceler- 
ated, if not actually initiated, by increased facilities of transport. 
The Indian continent consisted of self-sufficient village units 
before the coming of Railways and Roads, which broke down 
this isolated and hence backward economy 

Socially speaking, improved transport facilities encourage 
the mixing and mingling of the people, mind has impact upon 
mind resulting in stimulation of mental processes, relaxing of 
hide-bound traditions and conservative habits and encouraging 
of a fresher and progressive outlook on men and affairs They 
promote the spread of education, make possible medical relief 
wherever necessary and enrich in a thousand other ways the 
material, intellectual and moral pattern of social life. Politically, 
transport facilities allow quick movements of armies and equip- 
ment to strategic points, thus making the defence of the country 
more economical and more effective. Communications and 
transport also help in the maintenance of law and order within 
the country. 

In the future plans for the development of Pakistan, there- 
fore, provision of easy and cheap means of transport and com- 
munications should be given the highest priority. At the mo- 
ment our position In this respect is not what it ought to be. 
With an area alwut one quarter of and a population about one 
fifth of the total Indo-Pak sub-continent, Pakistan has inherircd 
about Jth of Railways and metalled roads. 

Wc shall now proceed to consider the main forms of trans- 
port /,e., Roads, Railways, Water Ways and Aviation. 

431 
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2. Raxlways'Historical Retrospect. Proposals for railway 
construction in India were mooted in England as early as 1844. 
The E.I. Company gave contracts to British companies under a 
system of- guaranteed returns under which two small railway 
lines were made near Calcutta and Bombay. In 1853 Lord 
Dalhousic emphasized the importance of railway construction in 
India in his famous Minute. He recommended a system of 
trunk lines connecting the interior of each Presidency with its 
principal port and connecting the Presidencies with one another. 
He favoured construction through private companies under the 
supervision and control of the Government. Consequently 
between 1854 and 1860 contracts were entered into with eight 
companies. The Mutiny further stimulated the construction of 
railways to facilitate the movements of troops Upto 1869 Railways 
were constructed under what is called the Old Guarantee 
System. Under this system the companies were given land free 
of cost and were guaranteed rates of interest on their capital 
ranging from 4 to 5 per cent, payable at 22d per rupee. Out 
of the profits, if any, the companies were required to pay the 
Government any sum by which they might have had previously to 
make good the guaranteed interest. The remainder was to belong 
to the share'holders. The Government reserved certain powers 
of supervision and control. This system, however, proved a 
drain on the resources of the Government. Guaranteed interest 
led to extravagance by the companies and the Railways incurred 
deficits amounting to Rs. 1,66,50,000 by 1869, when this system 
was given up. 

From 1869 to 1879 was a pe riod of State construction and 
management. A new policy was followed because, the Old 
Guarantee System proved unsatisfactory. Capital expenditure 
on railways was incurred by the Government. Upto 2 million 
annually was to be borrowed for this purpose. The main diffi- 
culty, however, was the inadequacy of funds at the , disposal of 
the Government. During this period the Sind and Punjab lines 
(later N.W.R.) were converted from metre into broad gauge for 
strategic reasons. The depreciating rupee, the famines between 
1874 and 1879, and the frontier wars with Afghanistan, further 
accentuated financial difficulties. On the other hand, the need for 
rapid expansion of railways was stressed by the Famine Com- 
mission of 1880. The Government thus had again to resort 
to construction through private companies. This ushered in 
the period of the New Guarantee System, 

From 1879 to 1900 railways, were constructed under a 
revised system of guarantees. Under this system the lines 
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constructed were declared the property of the Secretary of State 
for India who had the right to terminate the contracts after 25 
years or subsequent intervals of ten ycarsi on repaying at par 
the capital provided by the companies. The guaranteed interest 
rate was lowered to 3i per cent, and Government shared about 
three fifths of the profits In most cases the government pur- 
chased after 25 years the railways constructed under this system. 
In some cases the management was assumed by the State (^cg i 
Sind'Punjab Railway later N.W.R.) and other companies were 
allowed to manage under revised contracts (e.g , East India and 
G.I.P. Railwayl. The government, however, obtained more 
favourable financial terms under rcinscd contracts. 

Between 1900 and 1914 rapid expansion of railway con' 
struction took place. In 1905 the Railway branch of the Public 
Works Department was abolished and a new Railway Depart' 
ment was created under the Ministry of Industry and Commerce 
with a Railway Board at its head. Following the recommenda- 
tions of the Mackay Committ<ic capital expenditure on railways 
was increased considerably. From 1900 onwards the railways 
began to earn profits. So far the State had suffered a loss of 
Rs. 58 crores These losses had resulted from the construction 
of ‘ '’-'s like the N.W.R., and other lines 

for management of companies and high 

rat to them. The frontier lines how- 

ever, began to pay with the development of irrigation works 
in Sind and the Punjab. Moreover, the revised guaranteed rates 
were lower. By 1924 the total profits from the railways had 
reached as high as Rs. 103 crorcs. 

In the mean time the railways had passed through the strain 
of the World War I. The system had been overworked due to 
transport of troops and war materials. The capital expenditure 
had been halted due to financial diflScultics of the Government 
and the non-avallabtlity of requisite capital equipment. This 
resulted in considerable deterioration of the railways. 

The contract with the East India Rallwar was due to 
expire in December, I9l9 and was extended up to 1924. A com- 
mittee was appointed in 1920 under the chairmanship of Sir 
William Acworth to investigate the question of Srarc manage- 
ment versus private management. The majority of the Com- 
mittee favoured State management on the ground that It was 
likely to provide the people with cheaper ratcj, Impartial treat- 
ment and better facilitica. In fact when the Committee reported 
most of the rallwaya had already passed under State ownerships 
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and State- management. The Committee recommended that this 
policy should continue. In 1924-25 the E.I R. was also taken 
under state management. The Southern Punjab Railway was 
purchased by the S^ate in 1930 and was to be worked by 
the N.W.R. which was already State owned and State 
managed. The B.B. and C.I. and Assam Bengal Railway 
were taken over from Ist Jan., 1942. Later the Bengal and 
North Western and Rohil Khand and Kumaon Railway were also 
taken over under the name of Oudh and Tirhut Railway. 

The Acworth Committee also recommended the separation of 
Railway finances from the General Budget with idea of running 
the railways on commerical lines and to save them from the effects 
of the varying fortunes of the General Budget. This principle 
was accepted and the first separated budget was presented to 
the Assembly in March, 1925. Under this scheme the 
railways had to make certain contributions to the General 
Budget i.e. one per cent, on the capital at charge of 
commercial lines at the end of the penultimate year plus one 
fifth of the surplus profits in that year. Interest on capital at 
charge of strategic lines and loss in working was to be deducted. 
Further, if after paying these contributions the amount available 
for transfers to the Railway Reserve should exceed Rs. 3 crores 
one third of the excess was to to be paid to the general revenues. 
The railway Reserve was to be used to secure payments of the 
annual contributions, to provide for arrears of depreciation and 
for writing down capital. The idea was to ensure regular con- 
tributions for the relief of the tax payers and also to provide for 
the needs of the railways during less prosperous years. 

During 1930 to 1936 due to Depression there was serious 
deterioration in railway finance. In October, 1936, an Enquiry 
Committee the Wedgewood Committee was instituted to 
go into the question of railway administration and finance with 
a view to explore the possibilities of effecting economies arid 
improving efficiency. The Committee recommended the creation 
of an adequate depreciation fund and a general reserve fund 
for the payment of interest charges and amortisation of capital. 
It further suggested that the relations between the railways 
and the public should be improved through the appointment of 
Press liason officers and a Railway Information Cfficer. 
These recommendations were accepted by the Government. 

In the meantime, throughout the history of railways in 
India, a controversy had raged around the rates policy of the 
railways. It was alleged that railways fixed rates entirely out of 
consideration of profit and also to encourage foreign industries 
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at tlic cost of Indian enterprise. Such allegations were made in 
the legislature, before the Industrial and Fiscal Commissions and 
the Acworth Committee. It was said that the rates were fixed in 
such a way as to encourage traffic to and from the pores rather than 
movements of goods in the interior. This had resulted in the 
export of raw materials, decay of handicrafts through foreign 
competition and concentration of industries in pore towns. The 
“block rates*' system, under which rates were manipulated through 
putting particular goods in particular classes, was also criticised. 
The Fiscal Commission agreed that this was done. The 
Industrial Commission recommended equal rates for equal 
distances for Internal traffic and traffic with the ports. The 
Fiscal Commission endorsed these recommendations, and also 
recommended special concession rates for products of new 
Industries. The Agricultural Commission recommended closer 
co'ordination between the Agricultural Departments and railways 
and favoured concession rates for the transport of fertilisers, 
fuel, fodder, milch cattle, etc. They also recommended re* 
examination of rates on raw materials and agricultural machinery. 
Most of these recommendations were accepted by the Govern' 
ment in 1930. At the recommendation of the Acworth Com- 
mittee a Rates Advisory Committee was appointed in 1926. 
Railway Advisory Committees were also appointed in all railways 
to associate the public with the management of railways 

The Acworth Committee had also recommend the appoint- 
ment of a Railway Rates Tribunal. This was done by the 
Indian Union after partition In 1949. 

In the meantime the railways had passed through the Second 
World War. The railways again had to work under pressure and 
repairs and replacements had to be neglected. This was so 
specially after 1941 ivhcn Japan entered the War and coastal 
traffic fell on the railways especially the transport of coal. Other 
requirements of defence also had to be met. The number of 
wagons left for civilian needs was inadequate. Sir Edward 
Bcnthal in his budget for I943'44 remarked, Since last year 
not only has the tide of battle lapped our shores, and thrown 
upon the railways much traffic which would normally have been 
sea borne, but the railways hive had to face an organized, 
malicious and determined internal attack designed primarily to 
put them out of action and on cop of all this a series of almost 
unprecedented floods and cydoncs.*' In July, 1942 the War, 
Transport Board was created. The railway transport was gradu- 
ally rationalised. Non-essential traffic was discontinued, special 
concessions were cancelled, passenger trains were ’ 



436 


ECONOMICS FO PAKISTAN 


Eyen then as Sir Edward pointed out the railways carried ,20 
million more passengers a month or 6,50;000 a day. (^) The 
increase^ of traffic was not uniform over the whole of India. It 
was 100% in the Punjab while in Howrah it %vas only 40%. No 
wonder the railways were in a state of deterioration after the 
War. At the time of partition they had not yet been properly 
rehabilitated. 

3 Evaluation of Railways. — The grow^th of railways in 
the Indo'Pak sub-continent has not been in accordance with the 
economic needs of this area. They were constructed primarily 
for military and strategic reasons and for encouraging export of 
local raw material and import of foreign (particularly British) 
manufactured goods. The plan of their development aimed at 
providing quick facilities for movement of troops and war 
equipment to frontiers and to open up the country to foreign 
trade. Many of the important towns of old (e.g. Dacca, Murshid- 
.abad, Madura) which were centres of internal trade were left 
away from the new channels of trade and commerce and decayed 
in due course. Points within the interior of the country 
were not adequately connectd for promotion of internal 
movements of goods. Their construction was handed over to 
foreign companies which were assured of fixed minimum returns 
from their invested capital in railways. This method apart from 
encouraging extravagance and invoh'ing the Government into 
heavy financial losses, gave a free hand in the planning of railways 
to foreigners whose interest did not always coincide with those 
of the nationals of the country. The discriminatory rates operat- 
ed against the local interestes exposing the products of the 
domestic handcrafts to the competition of machine made cheap 
foreign manufactures. 

In spite of bad planning and injurious rates policy, however, 
railways were bound to have favourable repercussions as well on 
the economic and social life of the country. They helped in the 
amelioration of the people in times of famines ; they led to more 
equal distribution of food products over time and over space ; 
they encouraged the growing of cash crops : they brought variety 
to the goods consumed by the people. By creating opportuni* 
ties of greater division of labour as between various localities 
they promoted production and to that extent led w higher 
living standards. On the social side they helped in the spread 
,of educational and health facilities ; they promoted social in- 
tercourse among the people and helped in the spread of pro- 


(1) E. Bcnthal : Indian Review Jan. 1943. “Transport in -War Time”. 
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gressivc ideas ; they acted as a forte against conscrvatismi hide 
bound tradition and, to some extent, lowered the caste barriers. 
Finally, they were a great factor in the establishment of law 
and order and creation of stable political conditions. 

All the benedts of railways, however, could have been 
achieved at a much lower cost if they were planned and con- 
structed with an eye on the interests of the people of the coun- 
try, rather than with a view to exploiting the resources of the 
land for the benc6t of foreign interests. 

Quantitatively speaking the sub-continent was still in- 
adequately provided with railway facilities. The total 
mileage at the time of partition (including state railways) was 
about 40,000 miles of track. Thus for cverv 100 square miles 
of territory India had only 2.2 miles of railway track as 
against Germany and U. K. which had 20 miles each. Belgium 
had 40 miles for every one hundred miles of territory, 
Russia 11.5 miles, U.S.A. 6.6 miles. In relation to population 
India had 11 miles of railways» Canada, 465 miles, U.S.A. 224 
miles, South Africa 164 miles and U.K. 46 miles for every 
lakh of inhabitants. Pakistan’s share was even less in proportion 
to area and population as wc shall see below. 

4. Effect of Partition on Railways. The partition re- 
sulted in seven out of nine railway system going intact to the 
Indian Union. The remaining two, that is, the Bengal Assam 
Railway and the North Western Railway were divided between 
the two countries on the basis of geographical location. The 
shares of each Dominion were as under : — 


Route Mileage* of Railways. 

AH India Pakistan’s %Sharc of 



total 

share 

Pakistan 


miles 

miles 

total 

•Divided Lines. 

(1) Bengal Assam (total) 

3,555 

1,613 

45.4 

(a) Broad gauge 

894 

542 

60-6 

(6) Metre gauge. 

2.624 

1,051 

40.0 

(c) Narrow Gauge. 

37 

20 

54 0 

(2) N.W.R, (total) 

6,903 

5,026 

73,0 

(a) Broad Giugc 

6,306 

4,556 

72.2 

(6) Narrow Gauge. 

598 

470 

80.0 

(3) Jodhpur Railv\’ay (Metre 

Gauge) 

1,127 

319 

28.3 

Total Divided Lines 

11,535 

6,953 

60.0 

. Not Divided Lines. 

29,556 

nil. 

nil. 

^11 India total 

41,141 

6,958 

i6JS 


(O Figurei uleo from C. N. Economic ConKQuencei of Fanklon. 
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Thus Pakistan got only about 17 percent' of the total 
railway route mileage and over 83 went to India. The per- 
centage of various kinds of railway track in the total route 
milage of India and Pakistan was as under. 



All 

Pakistan 

Percentage 

%of total 


India 


share of 

in Pakis- 




Pakistan 

tan 

Broad Gauge 

20,737 

5,098 

24.6 

73.3 

Metre Gauge 

16,351 

1,370 

8.3 

20.0 

Narrow Gauge 

4,053 

490 

12.1 

6.7 

Total 

41,141 

6,958 

16.8 

100.0 


From the above table it would appear that Pakistan got 
its due share as far as the broad gauge lines were concerned. 
With a area percentage of 23 and population percentage of 
19 Pakistan got about 25% of the total broad gauge route 
mileage of undivided India. But it should be noted that about 
^0% of this mileage route are strategic lines which do not pay 
their way^. Some portions of the metres and narrow gauge are 
also strategic. The narrow and metre gauge lines have much 
smaller carrying capacity and they involve further difficulties 
regarding through traffic. Moreover, the Assam Bengal railway 
even before partition was running at a loss. On the wht le there- 
fore Pakistan did not get a square deal in the matter of division 
of railways as she did not do in several other matters. She 
suffered both qualitatively and quantitatively. 

In the division of moveable assets like rolling stock each 
Dominion received on Mileage-Cum traffic bases. The total 
divisible rolling stock consisted of 8,587 locomotives 25-, 446 
coach vehicles and 251,000 goods wagons. Of these Pakistan 
was allotted 1,339^15.6%) locomotives, 4,280 (15.9%) coach vehicles 
and 40,221 (19.9%) goods wagons. Even here Pakistan’s share 
was less than what it should have been on the basis of popula- 
tion or area. 

But even this rolling stock was with-held long. “ From 
available information it seems.” Says an Indian authority “that 
all the wagons belonging to Bengal Assam Railway and the 
North Western Railway were not delivered for a considerable 
time. The East Indian Railway had to give on loan over 1600 
wagons to the East Bengal Railway to expedite the transport 
of East Bengal raw ;ute tea and other goods from Assam to East 
Bengal to Calcutta.^ 


(1) The loss pet annum on the strategic lines was estimated at Rs. 1.25 
ctotes by the Pakistan Financed Minister. Budget Speech. 1949-50. p.l5. 

. . C2) C.N. Vakil : Economic Consequences of Divided India, p 404. 
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As late as March 1950 Pakistan’s Finance Minister com- 
plained that India had not yet returned 65 passenger coaches 
due to NAV-R-O) 


The quality of the rolling stock that wss received was 
much below average even compared to the deteriorated rolling 
stock of post war India. The lines that happened to be divided 
were the ones which had suffered most on account of the heavy 
war traffic. The rolling stock was in such a deteriorated condi- 
tion that much of it could not be kept under operations for long. 
It IS presumably because of this that we find the rpUing actually 
in operation in 1949 to be much less than Pakistan s share from 
undivided India 

Locomotives Carriages Wagons 


Pakistan 
Actual in 1949 


1.339 4,280 40,221 

1.263 2,703 35,925 


Deficiency 26 1377 4,296 

It is not cleat how much of this deficiency is due to scrappy 
Ing of ovcr«aged stock and how much to our full quota not 
being received. But on the whole It appears that Pakistan did 
not get her fair share of the rolling stock of railways. 

The award of the Boundary Commission resulted m the 
Factory Station of Moghalpura coming to Pakistan and the 
Workshop of Kanchrapara In Bengal going to India. In India 
there arc other factories at Dohad, Ajmer and some other 
places. 

5. Post Partition Dlfficnlties of Pakistan. P^ailways. 
Pakistan Railways, over and above their inadequacy, were faced 
with serious difficulties during the period immediately after 
partition. In the first place, they had to arrange an Inter- 
Dominion transfer of about 13 lakhs of Railway employees 
who had opted for Pakistan. Secondly, on account of the 
sudden movement of non-Muslim employees, specially in the 
upper ranks of the Railway service, the running of Railways, 
became a problem and the services had to be seriously curtailed. 
Added to this was the serious shortage of coal for which 
Pakistan depended on India* Tlckctlcss travel was another 
problem which was cutting Into the meagre finances of the 
country, and the last though not the least, was the stupendous 
refugee problem. Hundreds of thousands of refugees were 
to be transported most quickly from areas in India, where 


U) Bu3e« Speech J9S0-51. P. H 
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their lives were in constant danger and brought to camps, 
and from there to be spread over the various parts of Pakistan.. ' 

All • this service was to be done free of charge. No 
wonder in this confusion ticketless travel spread like an 
epidemic disease, it being very diflBcult to distinguish who was 
and who was not a refugee, even though refugee trains were 
segregated. 

All these problems were met with varying degrees of success 
by the Pakistan authorities. The problem of surplus staff created 
by more persons opting for Pakistan than could be absorbed in 
Pakistan Railways, was a big headache to the Government. 
At one time it was costing Rs. 17 lakhs per month. To 
retrench them would have been not only cruel from the 
humanitarian point of view, but it was unwise also politically 
speaking. Arrangements, therefore, were made to train these 
people for alternative employments in other categories where 
there were shortages ; double shifts were introduced in work- 
shops ; private employers and Railway contractors were asked 
to absorb some of them. Regional Emyloyment Exchanges and 
Provincial Governments were requested to absorb as many- 
of them as possible. By April, 1949 when retrenchment of 
permanent staff was stopped, their number on Pakistan 
Railways was 2,124. Railway Administration was asked to absorb 
them against normal wastage and in alternative employments 
by giving intensive training where necessary. By April, 1950, 
this surplus had been reduced to 1,550. Attempts are being, 
made to absorb them in permanent posts. To meet the loss 
due 'to this vast expense of the surplus staff a vigorous' 
economy drive was launched. The North-Western Railway. 
Service Commission was abolished, some gazetted posts were 
retrenched others were kept unfilled, a committee was appointed 
to fix new cadres of gazetted posts. With these measures was 
brought about some sort of a stability in the Railway finances. 
Thus in the Revised Estimates for 1948-49 the Finance Minister 
was able to show a surplus of Rs. 79’5 lakhs. 

As regards the problem of shortage of coal the number of 
train services was drastically cut down ; train services in the 
N.W.R, at one time were a bare 12% of the pre-partition days. 
To economise coal the most important step taken was the 
conversion of locomotives from those using coal to those using oil. 
By March, 1949, 20% of the locomotives of the N.W.R. had 
been converted into oil burning ones. By March, 1950, 366 
oil burning locomotives were in service. Another step taken 
in this connection was the import of coal from countries other 
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than India. By the middle of 1948, 26,950 tons had been import- 
ed from U.S. A and 17,544 tons from U.K. Arrangements were 
also made to import 15,000 tons per ‘month of coal from UJK. 
to supplement the supply of 100,000 tons from India. Coal how- 
ever continued to give trouble on account of uncertainties of 
supplies from India, the main source. In March, 1949 in his 
Budget speech the Finance Minister of Pakistan said, “The 
coal situation has been giving us considerable trouble during 
the current year and we had to import large quantities from 
overseas at very high prices.*** 

A year after the coal situation instead of improving 
had become worse. During the first 9 months of 1949-50 
the coal imports from India were satisfactory though import via 
sea cost Pakistan an extra Rs. 1.29 crorcs upto December, 1949. 
Immediately after devaluation the price of coal was increased 
by India by Rs. 12 per con. In December, 1949 India stopped 
all coal supplies to Pakistan without notice. But Pakistan was 
able to make satisfactory arrangements for getting supplies 
from other countries. The conversion of locomotives from coal 
to oil continues. 

As regards the refugees the Railways worked to the 
maximum of their capacity and faced the situation bravely. By 
the autumn of 1948 they succeeded in evacuating all the 
refugee camps in the Punjab. The increase of tickctless travel 
was met by introducing flying squads of ticket checkers super- 
vised by officers and by creation of barbed wire fences for 
the control of unauthorised persons at the Railway Stations. 
Special Magistrates were appointed to deal with the culprits 
summarily and penalties for tickctless travel were enhanced. As 
a result normal conditions were restored. 

6. Financial Position of Pakistan Railways. We have 
already noted that fr6m 1924 onwards in prcdivislon India the 
Railway Bvdgct svaj jcparatcd from the General Budget o/ the 
Central Government. After partition in Pakistan the Railway 
Budget was reabsorbed in the General Budget. The Finance 
Minister thought it on unnecessary refinement under the new 
circumstances to have either a separate Railway Rcscrx'c Fund 
or to maintain the distinction hitherto made between the 
strategic and commercial lines. The Minister, however, gave 
the assurance that this amalgamation would not mean any 
relaxation in the matter of Tunning the Railways on a strictly 
commercial basis, in maintaining proper commercial accounts. 


(1) Buijet Speech 19+9-53. P. 17. 
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Depreciation Fund was to continue and provision was 
thercrore made for it in the budget at the usual rates. 

We have already noted the various factors which imping- 
ed upon the finances of the Railways following the Partition. 
The working of the first Ih months from 15th August 1947 
to 31st March 1948 brought about an estimated deficit of 
Rs. 150 lakhs, receipts amounting to Rs. 18,20 lakhs and ex- 
penditure including interest to Rs. 19,70 lakhs. Actually the 
the loss came to Rs. 1,87 lakhs for this period. Conditions 
however, soon began to improve. The progress of railway 
finance from April 1st 1948 ,to March 31st 1952 is given 
below ; — 


Year. 

Total receipts 

1 Total 

+ Surplus 



working 

— deficit 


Rs. lakhs. 

expenses 

Rs. Lakhs. 

Rs. lakhs. 

1948-49 B. E. 

32,59.10 

32,59.07 

+ 03 

1948-49 R. E. 

,, „ Accounts 

33,37.88 

32,58.38 

4- 79.50 

+ 2,85 



1949-50 B.E. 

34,50.76 

35,50.40 

+1,00.36 

1949-50 R.E. 

36,36 

33,36 

+ 3,00 

1950-51 B. E. 

37,33 

33,33 

+ 4,00 

1950-51 R. E. 

38,31 

35,73 

+ 2,58 

1951-52 B. E. 

41,02 

38,05 

+ 2,97 


The above table suggests a progressive improvement in 
the finances of Pakistan railways. We started with a heavy de' 
ficit of about Rs. 2 crores for the period of 7i months ending 
with 31st March 1948. The reasons for this have already been 
noted. The year 1948-49 budgeted a nominal surplus, but 
even this was an achievement compared to the previous period. 
This surplus, however, actually became substantial ^hen the 
Finance Minister revealed in his Budget speech for 1951o2 that 
the final accounts of the year 1948"49 showed a surplus of Ks. 
2.85 crores^. This improvement was brought abput by strict 


(1) Woiking expenses include interest charges and contributions to De- 
preciation Fund. 
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economy in* operational expenditure and increased receipts rc' 
suiting from larger traffic, and the revision of rates and fares 
and stricter check on tickctless travel. 

For the year 1949-50 a surplus of one crore was estimated 
in the Budget on the basis of existing items of expenditure. 
But since the Government had accepted the recommendations 
of the Pay Commission regarding the revision of grades of 
the employees, the surplus was expected to turn into a deficit 
of Rs. 82 lakhs. The actual cost of implementing the Pay Com- 
mission’s recommendations, however, was much higher /.c. Rs. 
5.58 crorcs. But pare of this additional expense was off set by 
saving of Rs. 3.76 crorcs on account of abolishing the aVrangc- 
ment of providing cheap grain shops. This reduced the addi- 
tional cost to Rs. 1.82 crorcs, one crore of which was met 
from the estimated surplus of the budget. The net result was 
on expected deficit of Rs. 82 lakhs for the year 1949*'50. The 
Finance Minister promised to mike every effort to reduce this 
deficit through economy in operational costs and through im- 
proving the collection of revenue receipts etc. 

The Revised Estimates of the year showed further im- 
provement to a remarkable degree. The deficit of Rs. 82 lakhs 
was turned into a surplus of Rs. 3 crorcs. This achievement 
was still more remarkable because of the high cost of the im* 
ported coal, the loss on the strategic railways and the expect* 
cd deficit on the East Bengal Railway. The Finance Minister, 
however, was able to say in March 1950 “I am glad to record 
that contrary to previous estimates, the Eastern Bengal Railway 
also closed with a surplus^” 

The propccts for Railways were so good chat the Finance 
Minister W.13 able to show an anticipated surplus of Rs 4 crorcs 
In the Budget for 1950-51. In the traffic receipts of Rs. 37.33 
crorcs however, was included a sum of over a crore of rupees 
representing accumulated balances C-) recoverable from India 


(I) Budcct Speech 1950 51 p. IZ. 

The E. B. R. hid shown loss of Rs. 1.49 crores {a 1947-43. Rs. 1.39 crorcs 
In 1945*49 ind wis expected to show » ton of Rs. 43.3 likhs In 1949-50 Intteid 
which surplus wit tntlclpxted In the R. Ettlmites. 

2. This locoiae wti derived from wbtc wit called the *pa(d to pay** 
i^en of booking Under this srsteia with effect Irota 6th Koveober 1949 
the Piklsttn RillwtTs reiilsed the frelgt chirge from Indlm tnfic wpto the 
rikisrtn border while booking rn/£c to fodlin Raflwafi end left It to the 
oeitioitloo rillwiT of the ladua Republic to reitiie the frttgbt doe to the 
Jjjwin Rillwiy*. After the tt^rpage of coil lupplr to Paklitin In December 
*'49 Indli diverted bet cross rrifcc to the new Astim link In preference to 
giving Pikitlan deposit forairriagthcirtriffic. 
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on account of cross and through traffic. Since, this money 
waS' not received the Revised Estimates for the year 1950-51 
reduced the surplus to Rs. 2.58 crores. 

For the year 1951-52 the Finance Minister has budgeted 
the total revenue receipts from the Railways at Rs. 41.02 crores 
and the revenue expenditure at Rs. 38.05 crores, the expected 
surplus being put at Rs. 2.97 crores. 

The improvement in the financial position of our railways 
is too obvious to need any comment. It is clear from the 
table given above that between 1948-49 and 1951-52 revenue 
receipts increased by 26% and revenue expenditure (including 
interest charges) by 17%. The total surplus earned during the 
whole period (including B. E. for 1951-52) was Rs. 11.40 crores. 
After allowing for the deficit of Rs. 2 crores for the 7i post 
partition months the net profits of the railways have been about 
Rs. 9i crores in four years. This is not a bad performance consider' 
ing the various limitations of the , railway systems inherited by 
Pakistan. In the meantime new constructional work under th^ 
capital budget has continued. 

The capital Budget provides for Expenditure not to be 
met from Revenues. The table below gives the provisions 
made in this connection since the Partition. 



Works Ex- 

Deduct Ex- 

Total for 


penditure 

penditure 
chargeable 
to Deprecia- 
tion Fund. 

'new works 

Year. 

Rs. crores. 

Rs. crores. 

Rs, crores. 

1947-48 (B.E.) 

1.53 

.80 

.73 

1948-49 (B.E.) 

5.50 

1.50 

4.00 

1948-49 (R.E.) 

4.19 

.92 • 

3.27 

1949-50 (B.E.) 

5.13 

3.44 

1.69 

1949-50 (R.E.) 

14.25 

1.86 

2.39 '■ 

1950-51 (B.E) 

12.00 

5 . 00 - 

7.00 

1950-51 (R.E) 

10.07 

4.77 

5.30 

1951-52 (B.E) 

15.00 

8.33 

6.67 


The Provisions for capital expenditure given in the above 
table are of two kinds. Expenditure for replacement of deterio- 
rated rolling stock and tracks etc. and expenditure^ on new 
constructions : The former comes from the Depreciation Fund 
kept for this purpose' to which regular amounts are credited every 
year at the rate of a little less than Rs 2 crores. 
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' Additional capital provision is made for he balance of 
the works expenditure which relates to new constructions 
and development. The prolusion made for both these 
purposes for the 7i months ending 31st March 1948 was 
on quite a modest scale due to pose-partition financial difficulties. 
The provision of about Rs. li crorcs mainly represented ex- 
penditure on works in progress and minimum requirements of 
repairs etc, A substantial amount of Rs. 5.50 crorcs was 
ijudgeted for the year 1948''49. This was mainly to cover 0x7 
pcndlturc on works necessitated by the partition in addition to 
certain development works like expansion of the harbour faci- 
lities Qt Chittafiong. Rs. 2 crorcs were spent on the purchase 
of Mymensing Bhirat Bazar and Khulna Bagerhat sections of the 
E. B. R. Provision was also made for purchasing rolling stock 
for the Sind Section of the Jodhpur Railway which was taken 
over by of the N- W. R. during the year. 

Due to non-availabllity of materials which were in short 
supply the whole of the works programme could not be carried 
out. The provision therefore was reduced to Rs, 4.19 crorcs in 
the Revised Estimates for the )car. 

Certain preliminary work, however, was done in con- 
nection with certain lines. This consisted of completion 
of the survey of a suburban Railway to Karachi by N. \V. R, 
survey of Jassotc Darsana and Dacca Aricha Sections of E.B.R. 
were sanctioned. Work at the Doubling of track in the Akhaura 
Bairab Bazar Section of E, B. R. undertaken earlier made pro- 
gress. Only works of inescapable nature, however, were per- 
mitted. 

By 1949-50, however, it was realised that certain replace- 
ments were over due and the Budget made provision for replace- 
ment of existing worn out coaches and locomotives with modern 
rolling stock. Provision of Rs 50 lakhs was made for quarters 
for staff in Eastern Pakistan. For the port of Chittagong 
tx 'zft kk 'Was 

andanothcrRs.il lakhs in the Budget for 1949-50. In the 
Revised Estimates, however, this was increased to Rs. 66 lakhs. 

In the Budget speech for I950”51 the Finance Minister 
further stressed the necessity of renewals of existing assets. "A 
stage has now been reached’* he said, ** when the long over due 
replacements and renewals of existing assets cannot be much 
longer postponed. Provision is, therefore made for more lub- 
sramiai expenditure." He therefore provided for a large sum of 
Rs. 12 crorcs for works programme during the year 1950-51; 
Rs» 7 crorcs for new works and Rs, 5 crorcs for replacements 
etc. from the Depreciation Fund, In the Estimates for the year 
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the gross expenditure was shown as Rs. 10.07 crores, the reduc- 
tion being due to difficulties of obtaining supplies. 

The programme for 1951-52 provides for a gross expenditure- 
of Rs. 15 crores of which Rs 6.67 crores will be’on capital account 
and the balance from the Depreciation Fund. To enable the 
Railways to undertake their heavy programme of replacements 
and renewals, a special contribution of Rs. 1.34 crores to the 
Railway Depreciation Fund has been made in the estimates for 
1951-52.(^) 

As regards actual constructions the Jessor-Darsana Railway 
started in 1949 has been completed. The Shatsta Ganj-Habib 
Ganj and Amnura-Chapai-Nawab Ganj Sections of the E.B.R. 
dismantled during the war are being restored. Provision has 
been made for starting the construction of the Sylhet'Chattak 
Railway during 1951-52. Sur%’-eys have been undertaken for 
new lines (eg. Mardan Charsada-Fangi). 

As regards improved rolling stock, provision has been made 
for the purchase of diesal and oil burning locomotives, carriages 
and wagons to meet the increased traffic demands. Orders have 
been placed for the purchase of all steel light weight serai'tubular 
type of carriages and main line diesal electric locomotives for 
both the railway systems. In addition, oil burning locomotives 
are being ordered for the E.B.R. to meet the shortage of power. 

In 1950 a flotilla consisting of 48 river crafts of various 
kinds (costing Rs. 82.15 lakhs) was purchased to supplement 
the railway transport capacity for the purpose mainly of trans- 
porting Jute from inland riverine points to Chittagong and for 
the carriage of any up country traffic offering at the ports.(^) 

7 — Concluding Remarks on Railways — It will be seen 
from the above account that the Pakistan Railways are forging 
ahead. They were delivered to Pakistan in a deteriorated 
and financially very weak condition. In three years through wise 
planning of their operations and resources they have made 
distinctive recovery and are looking forward to a fairly 
extensive programme of construction and development. Their 
budget from a deficit of about Rs. 2 crores in 1947-43 has shown 
a surplus of about Rs. 3 crores for 1951-52. Locomotives, 
carriages and wagons are being replaced as quickly as finance and 
supply situation would allow. New developmental programmes 
have been chalked out and some have already been completed. 


1. Budget Speech 1951-52. P, 1?. 

2. Ibid* 
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AH this Is for the good. Wc would suggest however, that 
the Pakistan Government should aim at converting all the metre 
gauge lines to broad gauge tracks except where gcograohlcal 
conditions dictate otherwise as in hilly portions. This is In the 
interest of cffitiency* economy and convenience of traffic. 
There was some dispute over the purchase of rolling stock for 
the metre gauge section of the Jodhpur Hyderabad Railway from 
the Jodhpur State. It would have been better if Pakistan hsd 
not attempted to purchase thi« stock. These dW m.le? should 
have been converted into a broad gauge system and tlic rolling 
Stock already In possession of Pakistan, could have been 
transported to East Pakistan to be used on the metre gauge 
there. Later on as the metre gauge stock deteriorated It could 
have been replaced even in East Bengal by the broad gauge type 
of Railway. 

Another suggestion that we would make relates to the 
improvement in the classification of passengers. At present 
there arc four classes— First. Second, Intermediate and Third. 
The amenities provided for the First and the Second Class arc 
more or less the sams, the cost of the First Class is about 
double that of the Second Class. There is no justification for 
this distinction. At the moment usually First Class carriages go" 
empty. Only such people travel in them who arc paid either by 
the Railways themselves or some other department of the 
Government. This merely means that the extra earnings of this 
class come from the Public Exchequer itself, while the net loss 
is the cost of running these empty carriages. They have 
become all the more redundant since the introduction of the 
Air traffic, the expense of which is only slightly higher than the 
First Class fare. 

t 

At the Qthec end. arc the Third Class ciccUeei which ate 
more fit to carry luggage and animals than human beings. Their 
amenities, if they have any, have been the subject of much 
criticisim for years. The comforts of this class must be at least 
at the level of what is now called the Intermediate Class. In 
fact the Authorities should go a little further and provide 
electric fans to these compartments. Wc are glad to note that 
the finance Minister his provided Rs. 20 lakhs In the Budget for 
• 1951'52 for providing greater amcniclcs to third class passengers. 
This however, is not enough. More radical measures arc 
necessary. Wc would suggest that instead of four there should 
be only two classes for passengers, one providing the comfons 
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and facilities of the present Second Class and the other of the 
Resent Intermediate Class. The former may be called the First 
Class and the latter the Second Class. The fare of the First 
Class should be roughly times that of the Second Class. 


8 — Pre-Partition Road Development— The condition of 
roads in India in the middle of the last century was deplorable. 
Some roads had been constructed by the Indian rulers specially 
the Moghals in Northern India but they were inadequate for the 
need of the country. Most of the so called roads were mere 
tracks cut by the village carts as they passed between villages. 
The tracks became full of mud during the rainy season and of 
dust during the dry months of May and June. The trunk roads 
constructed by the earlier rulers — the Moghals, were badly 
neglected in addition to being inadequate. Lord William 
Bentink’s efforts led to the revival of the Grand Trunk Road 
linking Peshawer with Delhi and Calcutta. On the whole the 
East India Company paid very little attention to road con- 
struction especially for the needs of the civil population. 
Whatever was done was for strategic reasons, for the movement 
of troops to the frontiers. This is evident from the fact that 
until about the end of the regime of the E. I. Company the 
roads were under the charge of Provincial Military Boards and 
not of a Public Works Department. 

Lord Dalhousie initiated the era of road construction in 
India in the same way as he did that of railway construction. 
He created a Public Work’s Departments for this purpose both 
in the provinces and the centre. With the extension of rail- 
ways the need for supplementing them and feeding them with 
produce gave further stimulous to road construction. Another 
factor that acted in the same direction was the creation of Local 
self Governing bodies as a result of the policies of Lord Mayo 
and Lord Ripon. The result was a considerable activity in 
road building during the latter half of the 19th century. The 
Grand Trunk Road had already been extended from Calcutta 
to Peshawar ; Roads were built connecting Calcutta with 
Madras, Madras with Bombay and Bombay with Delhi. 


These four main roads had a mileage of 
British Indian total of 47,000 miles of roads in 
from these main roads, other roads traversed all over tn 
country. In addition there were thousands of rniles oj 
metalled or Kacha Roads spreading all over the sub-contm n . 
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Road construction was considerably stimulated by the First 
World War, 

But the development was far from bcinc adequate in view 
of the vastness of the area of the country and needs of Its 
teeming millions. The inadequacy of the roads was recognised 
by official and un-official writers. In 1917-18 the Administration 
Report for the year (India in 1917-18) wrote ** Among the 
difficulties which hinder the progress of Indian Agriculture 
despite the efforts of the Agricultural and Co-operative Depart- 
ments may be mentioned the lack of good roads. Some of the 
best agricultural districts in India arc cut off from Trunk Roads 
and railways and arc inaccessible for most of the raining season.” 
The Report for 1919-20 added, “The same rock upon which the 
Moghal Empire finally split stiU remains a formidable obstacle to 
the progress of modern Industry unceasing efforts and expendi- 
ture upon a scale hitherto Impossible will be necessary If the Com- 
munications of India are to be adequate to the requirements of 
the country.” But the slowness of the progress made in road 
development maybe gauged from the fact that India increased 
her load mileage in 45 years (19001945) by as much as America 
did in U years. And this comparison docs not take into 
account the face that 67% of the increase in India was in 
unmctalicd roads and all the American roads arc metalled.’ 

In 1927 the Central Assembly appointed the Indian Road 
Development Committee Gayakar Committee) to make recom- 
mendations on (a) the desirability of developing the road system 
of India, (b) the means with which such development could 
most suitably be financed and (c) the co*ordlnatlon of road 
development and research and road construction by the for- 
mation of a Central Road Board with due regard to the distri- 
bution of Central and Provincial functions. The Committee 
reported In 1928 and were of the opinion that the development 
of the road system of India was desirable for the general welfare 
of the country as a whole and In particular (a) for the better 
marketing of agricultural produce ; (b) for the social and politi- 
cal progress of the rural population which will be advanced by 
the Increased use of motor transport ; and (c) as a complement 
to railway development. Regarding the means of financing 
road development the Committee was of the view that some 
additional taxation should be imposed on motor transport for 
purposes of road development. Such taxation •>' M include 


(1) V.F. Noel Piton Cotaoerc* ' 
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(a)adutyon motor spirit (b) vehicle taxation and (c) licence 
fees for vehicles plying for lines. They specifically recommend-' 
cd the raising of duty on motor spirits from 4 annas to 6 annas a 
gallon, the additional 2 annas to be spent entirely on road 
development. 

These recommendations led to the establishment of the 
Road Development Fund in 1929. To which the additional 
patrol duty of 2 annas per gallon (two years later raised to 2h annas) 
was credited. During the ten years that followed further 
taxes were realised from motor transport in the form of im- 
port duties on vehicles, tyres and petrol. But the expenditure 
on roads actually decreased in spite the greater funds available. 
These taxes were diverted mostly to other purposes. The 
Second World War, however, focussed attention on the develop- 
ment of roads and more money from the transport taxes was 
diverted to road construction and maintenance. Even then the 
total expenditure on road construction and development was 
about 50% of the total revenues realised by the Government 
from motor transport. Thus in 1945-46 the total revenues 
from motor transport taxation was Rs. 26.49 crores out of which 
only 13.37 crores were spent, Rs. 3.8 crores on road construction 
and Rs. 9.57 on maintenance. 

- In the meantime in December, 1943 a Road Conference of 
Provincial Chief Engineers was held at Nagpore to chalk out a 
plan for Road development in India. The Chief Engineers 
came to the conclusion that India (including Pakistan) must 
increase its road mileage by 400, COO miles over a period of 20 
years. In addition the existing roads must be improved. Th'e 
cost of this development was estimated to be Rs. 448 crores. 
Out of the 400,000 miles proposed 89,000 miles were to be in 
what are now Pakistan territories. The estimated expenditure 
on these roads was to be Rs. 75 crores out of the total of Rs. 448 
crores(^). 

The plan had not yet reached the stage of implementation 
when the partition took place. 

After a century of road development the roads in the 
sub-continent of India were far from adequate at the 
the partition. The metalled road mileage which was 47,000 
miles in 1900 had increased to 95,000 miles in 1945. In addition 
ther were 197,000 milfis of unmecalled roads. But compared to 
the area and propulation their progress was very meagre indeed 


O Economic Consequences of Divided India op cit, P. 415. 
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as the table below would indicate: — 


Countries 


Total 

Popu* Area Road 
lation sq. miles milage 
millions 000 


Mileage 

per 

100 


sq. miles 
of 

territory 


Mileage 

per 

1,00,000 

inhabitants. 


U. S. A. 

132 

3,027 

3,009.000 

100 

2270 

U. K. 

46 

89 

179,290 

202 

390 

France 

42 

213 

405,028 

190 

900 

Indian Areas 

319 

1247 

239.081 

19 

75 

Pakistan Areas 

71 

365 

55,913 

15 

79 


The figures need no comment. 


9. Rail'Roftd Competition. — Before we pass on to .the 
consideration of past partition n ads position in Pakistan. It is 
necessary to refer to one matter which became a problem 
during the decade before the \Vorld War II and may become a 
problem again when conditions of normal traffic are restored. 
This is the problem of competition between the two means of 
transport the roads and the railways. In the thirties of this 
century road competition at one time became a serious mcnance 
to the financial solvency of the railways in India. This was the 
time when owing to the general ccocomic depression the railway 
revenues had already seriously suffered and the competition of 
the growing motor traffic on the roads was making matters still 
worse for the railways. This situation involved duplication of 
services and waste of national resources, it was still more dep- 
lorable because whereas the profits from the roads traffic went 
into the pockets of a few private indWduah the losses incurred 
on the railways were a burden on the general tax-payers. 


Road Transport has certain advantages over railways some 
of which may be called unfair. The lorry gives door to door 
service and is not bound by the rigidities of the time 
table. Their rates arc flexible and arc not fixed on any scicn* 
tific basis of accounting. The -lorry owners do not have to 
maintain the roads or any expensive establishment or equip* 
ment 
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The roads are maintained by the general tax payer. The Rail- 
ways on the other hand have to bear heavy overhead charges 
represented by their expenditure on Railway Stations, permanent 
Ways highly paid staff, expensive locomoti%*es and rolling stock. 
Another difficulty is that the lorry transport does not undertake 
all kinds of traffic in the same proportion. Bulky goods which 
cannot bear heavy transport charges are diverted to the railways 
while articles of small bulk and high value which can bear 
heavier rates are transported by road Moreover, longer journeys 
and transport of goods for distant places are left to the railways 
and the more frequent and proportionately more paV'ing trans- 
port over smaller distances are appropriated by the road services. 
In addition to this the motor transport companies and indivi- 
duals at the time we are speaking of were in cut throat compe- 
tition among themselves. They cut their rates to the lowest and 
tried to make up the losses deteriorating the quality of their 
service c.g. employing cheap and inefficient drivers, saving on 
repairs and replacements of their stock etc. This led to the 
growing number of accidents on roads. 

The railways tried to meet this competition in various ways. 
They ran railway Omnibus services, sentinel coaches and shutter 
trains; they issued cheap return tickets for certain occasions and 
over certain distances; they quoted special terms for marriage 
parties and ran special trains at concession rates. Greater pub- 
licity was given to railway services. 

' 10. Attempts at Co-ordination and Kegulatiqn. — It was 
soon realised, however, that both the methods of transport 
had then place in the national economy. What was wanted was 
their co-ordination not encouragement of the one at the expense 
of the other. For certain purposes railways were better fitted, 
e.g. long distance traffic and conver‘ince of bulky goods. For 
others road traffic was more economical specially where door to 
door serv-ice was involved and distances were moderate. The 
two services could supplement each other and did not need to 
enter into serious competition. The Agricultural Commission as 
early as 1928 had limited at the respective spheres of the two 
forms of transport. “The road system’^ they wrote ‘links up the 
cultivators’ holding with the local markets and the nearest rau- 
way station, while the railway provides the connecting links 
between the area of production and consumers at a distance 
and between the manufacturer in the town and the cultivator 
who purchases his ploughs, his fertilisers or his cloth. Without 
good roads and sufficient roads no railway can coUect for 
port enough produce to render its operations possible, while tne 
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best of roads cannot place the producer of crops in touch with 
the consumer 

In 1932'*33 Mr. IC, G. Mitchell, Road Ensincer with the 
Government of India and Mr, L. H, Kirkness, O^cer on Special 
Duty with the Railway Board made an enquiry into the pro- 
blem of rail-road competition. This led to the convening of a 
RaihRoad conference In April, 1933 at Simla. The Conference 
adopted resolutions pertaining to the co-ordination between rail 
and road transport. Among the suggestion made by the con- 
icrcnce were the removal of statutory embargo on certain rail- 
ways operating road services, granting of monopolies for road 
transport, creation of machinery for co-ordination at the provin* 
cial and the central levels. These suggestions were implemented 
in due course. In 1933 ( September ) the Railway Act was 
amended empowering railways to run motor services and a 
Transporr Advisory Council was formed at the Ministerial level 
to formulate policies for the co-ordination of rail and road 
development. In November, 1937 the Department of Communi- 
cations was created and was put in charge of an Executive 
Councillor which took over Railways, Post and Telegraph, Civil 
Aviation, Broadcasting, Meteorology, Roads. Ports and Inland 
Navigation. 

In 1937 another Committee— theWedgewood Committee, 
(named after the name of its chairman) examined the question of 
co-ordination of rail and road services. The Committee 
criticised the existing policy of regulation of road transport by 
Provincial Governments as inadequate. They thought, it en- 
couraged an unorganized and inefficient system of road transport. 
They also did not favour the policy of the Central Government 
to restrict road development through controlling the expenditure 
on roads from the Road Fund, Proper co'Ordination was the 
only way out according to the Committee. Proper regulation of 
road transport was necessary not merely in the interest of 
railways but in the interest of proper development of road 
transport. The Committee advocated regulation of roads by 
Provincial Government in accordance with uniform principles 
enacted by the Central Government. The specific measures 
favoured by the committee were : issuing of licences b accord- 
ance with public need to avoid excessive provision and 
maldistribution of road transport facilities, system of route 
licensing, fixation of fare and timc.-iables, regional licensing for 
goods and vehicles, police control for enforang provincial rules, 


(I) Repot Rortl CoataliiJon oa Atrieulcvre In Indit T. 312, 
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a uniform system of taxation of'motor vehicle in all provinces. 
The Committee further recommended that railways should 
participate in road transport and they should have full powers 
to run road services, to invest money in or enter into working 
arrangements with road transport undertakings etc. 

Asa result of the recommendations of the wedgewood 
Committee and those of the Motor Vehicles insurance 
Committee a Motor Vehicles Act was passed in 1939 and 
superceded an earlier Act of 1914, The Act had two 
kinds of provisions (a) for regulating transport and (b) for 
co-ordinating it. It provided for setting up of regional trans- 
port authorities for control of transport vehicles carrying 
passengers and goods. For co-ordination purposes it provided 
for Provincial Transport authority. All Motor Vehicles had to 
be covered by permits issued by regional transport authority of 
the area. The holder of such permits had to observe certain 
specified conditions e. g., proper maintenance of vehicles, 
observance of speed limit, avoidance of over-crowding, 
reasonable working hours for drivers etc. The provincial 
authorities could be established for co-ordination and settling 
differences between the regional authorities. In granting permit 
the authorities were to bear in mind certain general principles. 
The aim was to meet the demand of public necessity and 
convenience. Uneconomic competition was to be prevented. 
Though transport of perishable goods over shorter distances was 
not to be interfered with long distance traffic was to be left 
primarily to railways. The authorities could fix minimum and 
maximum rates. The control of road transport was vested with 
Provincial Governments. 

An important feature of the Act was to provide for third 
party insurance. This provision came into effect from 1st July, 
1943 and was welcome in view of the frequent motor accident 
that occurred on the road. The Act was rightly regarded as a 
* high-way code* and ensured a high degree of safety and 
convenience to passenger. 

11. Effect of Partition on Roads. — As a result 
Partition the roads of various kinds were naturally divided 
between the two Dominions on the basis of physical legation. 
The table given below indicates the respective share of the two 
countries with respect to the metalled and’ unmetalied 
roads. Pakistan*s share is further divided accordidg to the 
administrative units, 
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Pakistan Units : — 
Baluchistan 

Mctall' unmctal- 
cd miles led miles 

645 3,274 

total 

miles 

3,919 

%mdtal- 
Icd of 
total 

16.4 

N.W.F.P. 

2,033 

3,632 

5,665 

36.0 

Sind 

m 

9,881 

10,375 

4.7 

(Pak) W. Punjab 

3.194 

11,152 

14.343 

22.2 

East Bengal 

2,371 

15,270 

17.641 

13.5 

N.W.F.P. Tribal area 

364 

753 

1,122 

32,4 

Pakistan states 

N.A. 

N.A. 

2,848 


Total Pakistan 

9 098 

43,967 

55.913 

162 

Indian Republic 

85,788 

153,293 

239,081 

36.0 

Grand total 

94,886 

197,260 

294,994 

32.2 

% Share of Pakistan 

9.6 

22.3 

19.0 



From the above fable it is clear that Pakisfan docs not 
"compare favourably” os rejsards her share of road mileage as 
the writer in Professor Vakil’s edited book would make us 
bc)lcvc^ Though in total road mileage Pakistan’s share is 
only slightly less chan in proportion to population and sizeably 
less in proportion to area, her share in metalled roads is less 
than 10% of the total. Further a very high proportion of the 
metalled roads in Pakistan arc strategic roads which have little 
utility from the economic pome of view. 

Roads may be further classified into (/) National High — 
ways. (//) Provincial Highways (lU) District Roads and (/v) 
Village roads. The National Highways connect capitals of 
States and provinces, large towns and ports. Out of IbOOO 
miles of Such roads Pakistan got 4,000 miles which is quite a' 
satisfactory percentage* But as already noted most of these 
roads are strategic and arc of little use commercially. Moreover 
they usually tun parallel to railway lines and thus creare the 
problem of rail road competition. The provincial Higr.ways are 
the mam arteries of commerce with the provinces or States. 
They ^reconnected with the National Hignways. The Distrlc 
roads connect the producing centres in the districts with the 
Highways and the Railway Stations. The village roads arc 
mostly Kacha tracks connecting villages among themselves. 
In addition there arc the Municipal Roads which arc under the 
Jurisdiction of a Corporation* Municipality* or a notified area. 


(1) CoQtceucocci cf DirldsdlodU. P. 414. 
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12. Road Facilities in Individual Provinces. The 
position of the various Provinces of Pakistan regarding rosds 
is indicated by the following table : — 


Province 

Area sq. 
miles 
1000. 

Popula- 

tion 

Roads 

miles 

Road mile- 

Road mileage age per 
per 100 sq. 1,00,000 

Baluchistan 

54 

millions 

.5 

3,919 

miles of area 

7.2 

inhabitants 

784- 

N.W.F.P. 

14 

3.0 

5,665 

40.5 

.■ 189 

Sind 

48 

4.5 

10,375 

21.7 

230 

Punjab 

62 

15.8 

14,343 

23.1 

91 

East Bengal 

54 

41.8 

17,641 

32.6 

42 

Total 

232 

65.6 

51,943 

22.4 

79 


It will be seen that N.W.F.P. is well supplied with roads 
both in proportion to area and population. This province also 
has the highest proportion of metalled roads. But this being 
a frontier province these roads arc mostly of strategic nature and 
are not of great significance from the economic point of view. 
Baluchistan has wide uninhabited areas. The population is 
only half a million, hence the highest proportion of roads in 
proportion to population and lowest in proportion to area. This 
unit has only 645 miles of metalled roads. Sind is fairly well 
supplied with roads if we look at the total roads in relation to 
area and population. But when we remember that only about 
5% of tnese roads are metalled this province is the most poorly 
supplied with this necessity of civilization. The metalled road 
mileage in Sind (494) is less than even that in Baluchistan while 
the population of Sind is eight times that of Baluchistan. 

The Province of East Bengal has the highest density of 
population and hence the lowest read mileage per lakh of 
habitants. In relation to area its road mileage does hot 
compare badly with the other provinces. But- when we re^ 
member, that only 13.5 percent of the total roads are metalled 
its position does not appear to be satisfactory. 

Of all the provinces the Punjab is best off in the matter of 
roads. While about one quarter of its road mileage is metalled 
it has above the average proportion of roads both as regards area 
and population. Moreovers the proportion of roads of eco' 
nomic utility in this province is higher than in the N.W.F.P; 
which otherwise stands first in the matter of roads in Pakistan. 
Even in the Punjab, however, roads are inadequate for the neec^ 
of the people. They are meager compared to more advanced 
countries both in relation to area and population. 
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13. Future Road Development in Pakistan. A Road 
Transport Conference was held atlKarachi In May, 1949 
to devise ways and means of ImprovlnR the road transport 
avstem of PaUstan. It recommended the establishment of a 
Central Transport Advisory Council. The functions of this 
body which would consist of the representatives of the 
Central, Provincial and State Governments, would be advisory. 
The Council would make recommendations aiming at evolving 
a policy for the dcveli pment of a co ordinated system of trans- 
port within the Country. 

Pakistan has already set up a non-oIHcIal body— the 
Pakistan Road Congress. A Central Road Fund will be 
created to finance the development of roads. Such a 
Fund, we have seen, existed In prc'dlvislon India, though its 
money was not always utilised for purposes of road develop* 
ment. Since November, 1947 In the Indian union the proceeds 
of the special petrol tax after retaining a reserve of 15Z for 
administration research etc. arc allocated among the various 
provinces and states in the ratio of their petrol consumption. 
These sums arc spent on construction, reconstruction or sub* 
stantial Improvement of roads and bridges including the cost of 
preparing road schemes. It is hoped that a similar policy will be 
followed in PaUstan 

Pakistan’s recently established Road Congress will func“ 
tlon on the lines of the Indian Road Congress and will be 
charged with the preparation of blue prints for road develop- 
ments of the country. It will also render advice to provincial 
and Antral Governments on technical matters relating to road 
construction. A Central Road Organisation will be established 
for the purpose of co-ordinating the road development pro- 
grammes of the provinces and the states. It will prepare road 
development plans in consultation with provincial governments. 
It will have the Central Road Fund at its disposal to make 
allocations to the various provinces for carrying out their road 
development schemes. 

Generous provision is made in the recently published Six 
Years Plan of Economic Devcioproentlof Fakiscan, for the expan- 
sion and improvement of transport facilities. A Conference of 
Chief Engineers was held on February, 27th, 1951 at Karachi to 
finalise the Road Development Plans for Pakistan. ThcPrcsIdenr 
of the Conference Oolnt Secretary Ministry of Commumcatiom) 
rcwalcd that there is a provision for construction of 10,000 miles 
of new roads under the Six Years Plan. The plans received from 
proviccs and states would cost Rs.91 crorcs during the next five 
years, AH these steps arc in the right dircctian and it is hoped 
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[these plans will be -implemented ' at an early date because 
■adequate road transport facilities are a condition 'of any large 
scale economic development. 

14. Nationalisation of Road Transport — At the end 
we may say a few words about the policy oi nationalisation of 
•Road Traffic. Road traffic until recently was a field for cut 
throat competition among private adventurers. They supplied 
the worst kind of service at the highest cost. Moreover, as we 
have seen, before World War II, their unscrupulous methods 
had endangered the financial solvency of the Railways by accen- 
tuating the problem of rail road competition. This problem 
will arise again as soon as the normal conditions are restored. 
Road transport has been regulated and certain standards are 
bei-^g enforced. But the best solution of this potential danger is 
to nationalise the road traffic. We are glad to know that the 
Pakistan Government have already accepted the policy that 
read transport should be nationalised by stages over a period of 
five years. For the present nationalised services would be con- 
.fined to passenger services in the Punjab, N.W.F.P. and Sind, It 
is intended that the provincial governments should constitute 
Boards of management for the running of these services. These 
will have seven members each, three of whom will represent the 
central government. The government will have thrpugh the 
'Railway 25% of the share capital. Necessary Legislation is being 
introduced in the Parliament. 

Some provinces have already established -their transport 
authority over certain sections of the • roads and buses and 
lorries are run by provincial governments. It is hoped that this 
system would be extended until all public traffic is brought 
■ under the ownership, administration, and control of the state. 
When both the Railways and the roads traffic are. under 
national control the problem of their co-ordination will present 
no serious difficulty. In addition this step will greatly help in 
the improvement of provincial finances. It is. already being 
realised that the provinces are being starved of -funds - since 
theirsources of-revenue are of an inelastic nature. Some of 
the provinci.il sources like the sale tax and the estate duty have 
been centralised. Income from road traffic will be a good 
source which* will expand with the economic development of the 

country. , ' ' ‘ ' r 

Irf conclusion we might say- that the -present position or 
road, transport in Pakistan suggests that -the country.: (a) .must 
increase- considerably the ’ mileage of metalled- roads which is 
Very meagre atr present ; (b) must pay special attention to. the 
rural areas where road facilities are -specially unsatisfactory.; -(c; 
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rtiust construct new roads with an cyc on the economic needs of 
the country. In other words roads should serve as feeders to the 
railways and not as competitors. In our road programmci we 
should aim at linking all the important centres of population 
with each other, and all the important centres of production 
and marketing with some or other of the railway stations. 
Further, the policy of nationalicacion of road traffic initiated in 
some provinces should be vigorously pursued by a)! In the 
Interest of better scrvicci greater co'ordination and improved 
provincial finances. Finally we would suggest that the movement 
of wooden or iron wheeled carts on metalled roads should be 
discouraced. If the carts could be provided with pneumatic tyres 
subsidised by the government it would save tlic roads and 
would also reduce the strain on animal power considerably. 

15* Inland Waterways — ^C'atcT transport is among the 
oldest and cheapest methods of moving goods and men. It is 
cheap, because it involves very little of overhead expenditure In 
the form of permanent wiys, signals, stations, road constructions 
etc. It is specially useful for carrying bulky commodities like 
coalt timber, raw jute etc. Its mam drawbacks arc the slowness of 
speed, the necessity of a particular kind of configuration of the 
country and perennial water supply. In Pakistan the plains of the 
West Punjab through which pa«8 the five famous rivers arc 
well suited for transport purposes. In East Bengal also the 
Brahamputra and Its tributaries are navigable for thousands of 
miles Inland \\atcr transport in India did not receive adequate 
attention on the part of the Government. The British 
Government was more interested in the development of 
Railways which they regarded as of grcitcr importance from the 
political and strategic points of view, h is interesting to note 
that the River Indus is said to be navigable up to Actock — 
nearly 1.200 miles from the sea. In 18SS alone it earned goods 
worth nearly Ri, I crorc. With the construction of Railways In 
the Punjab and Sind a demand from the share holders of the 
ralluay led to the stoppage of inland navigation by cheap river 
transport. Now that Pakistan has become an independent 
country, the Government »!iou1d give proper attention to this 
most cheap and useful method of transport. Improvement in 
this connection can be achieved mainly by four methods : (1) 
Improving the navigability of rivers by deepening their beds 
and Controlling chcir courses and supplying other amenities and 
conveniences on the way (Z) by constructing new artificial 
watcruays wherever po*5iblc. Canals in the Punjab and Sind 
could be used for this purpose by enlarging them and deepening 
them and by constructing bridges under which mfilc could pass. 



460 


ECONOMICS OF PAKISTAN 


(3) as faf as possible, power'driven boats should be introduced 
instead of the country-craft as at 'oresent (4) provision of 
navigation locks — The construction of dams for canal irrigation 
without provision of navigation locks has been another impedi- 
ment in the way of inland navigation on the Indus. It is now 
proposed to have navigation channels in all barrages to be built in 
the future and to provide by-pass channels in the existing dims. 

East Pakistan is much more suitable for water transport 
since it has a network of rivers and water-channels. There are 
about 2,800 miles of navigable rivers in East Pakistan. In the 
larger rivers steamers of 400 to 600 tons ply while country craft 
provide communications between villages. If these water 
courses are properly trained and improved they will slove not 
only the proble n of transport, but also the problem of periodic 
floods which now and again lead to enormous damage to life, 
property and crops. We have already referred to certain 
schemes in hand in this connection in a previous chapter.^ 

16. Shipping — Pre-partition India had no merchant 
marine worth the name. Though it commanded 3% share of the 
total world tra4e, it possessed only. 24% of the total world 
tonnage. The total tonnage of its seventy ships came to 1*5 
lakh tons and these ships handled about a quarter of the Indian 
coastal trade, which was about 2 p.c. of the overseas trade of the 
continent. As a result of division Pakistan was left with no 
shipping since there were no shipping companies registered 
either in Karachi or Chittagong. So far two Muslim Companies 
have been registered at Karachi the total tonnage of their two 
ships being not more than 33,000 tons.- 

In Karachi, Pakistan has one of the best ports in the world. 
It was the third largest sea port of undivided India. It has 21 
berths varying in length from 430 feet to 600 feet, giving a 
continuous frontage of 19,925 feet. It can handle over 3 million 
tons of goods annually and has a covered space for storage 
purposes for 70,000 shipping tons of goods in transit and for 

228.000 shipping tons of goods under longer storage. In' addition 
it has an open space for 70,000 tons of transit goods and SlJjOOO 
tons of storage goods. Private warehouses provide an additional 

900.000 sq. feet of space. The storage areas are connected with 
rail.- This port is adequate to meet the needs of West Pakistan* 

Our Second port i.e, Chittagong is also being developed. 
At the time of partition the capacity of this port was only 0.75 
tons a year. After partition this port had to bear the entire 
burden of export and import trafHc because Calcutta — the main 


See P. 42. - 
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port of undivided Bengal was now in foreign territory. The 
port was not equipped for this purpose. The Government, 
therefore, immed lately under took schemes for its development. 
Two kinds of plans were made. The long period plan and 
short period plan. The long period plan included (/) 
the increase in the number of berths from 4 to 11 equipped 
with up-to-date facilities and terminal yards and ware houses. 
(//) Construction of new Offices for the port and custom 
authorities and a housing estate for the port and custom stalF. 
(Hi) Construction of transit sheds sidings and marshalling yards 
lighterage jetties with sheds and railway sidings (iV) Provision 
of equipment such 03 heavy lift cranes, mobile trucks, shunting 
locomotives etc. and (v) the provision of roads lighting power, 
water and other services and river training works. When the 
plan is fully Implemented the capacity of the port will Increase 
to 3 million tons. The aim of the Governmenr is to transform 
Chittagong into one of the largest ports of the East. 

As regards the short term plan, its aim was to relieve con- 
gestion as quickly as possible. The plan consisted of extension 
of two of the four existing jjttics, extension and reconstruction 
of two existing sheds A Separate jetty was to be built for sale. 
Provision was alio made for rebuilding of the marshalling yards 
dismantled during the war and for supplying moorings for 
midstream loading and unloading together with lighterage 
Jcctles. The work already completed includes construction of 
the sale jetty, the extension of a berth and a transit shed, the re- 
erection of storage shed and the rebuilding of the railway mar* 
shajllng yard. By the beginning of 1950 most of the short term 
plan had been completed and the capacity of the port had been 
increased to li million tons per annum /.e. almost three times 
the capacity at the time of partition. 

In addition to these two major ports the Government of 
is rrfiftg’ fo- deyeiogf mare parts af mirtar las- 
portance. One is Chalna-East Bengal and the other at Paiin 
on the Makran coast in the Persian Gulf. The former is 
expected to relieve prcsiurc from the port of Chittagong and 
the latter from that or Karachi. 

It is of the utmost importance for Pakistan to have & first 
class Mercantile Marine. Foreign trade Is Kolng to be a very 
important factor for the prosperity of this country. Moreover* 
since the two parts of the Dominion arc teparated by over a 
thousand miles of foreign tetritory, increase in sea comxnunl' 
cations Will be a valuable alternative. We are glad to know^ 
that the Pakistan Government has the establishment of 
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Mercantile Marine' under' consideration. As an adjunct to 
such a scheme there will be a '* Merchantman ” operated by a 
fleet auxiliary for the carriage of Government Cargo and 
personnel between the two wings of Pakistan. At present there 
are two Pakistan shipping companies — Messrs, Mohammadi 
Steamship Co. Ltd., and the East and West Steamship Cu. in 
addition there are two smaller Companies— the Karachi Steam 
Navigation Co. Ltd., and Pakistan Steamship Co. Ltd. These 
companties control about 140,000 tons of shipping. But they 
are merely cargo vessels. 

The Government proposes to establish a Railway River 
Transport Board to co-ordinate traffic by rail, steam and country 
craft. The E. B. Railway has a scheme to construct a Flotilla to 
cover rivers in East Pakistan. It will cost about Rs. one crore. 

There is a scheme under contemplation of the Pakistan 
Gavernment aiming at the development of ship building and 
ship repairing industry in the country. It will consist of four 
units—two for Karachi and one each for Naraingahj and Chitta- 
gong — for manufacturing river, coastal, and harbour craft and for 
ship repairing. The scheme provides for a modern dry dock at 
Karachi for repairs to ocean going liners. A dry dock will be 
constructed at ChittagoUi! and a shipway at Narainganj for 
small craft. The scheme will be completed by 1954, It is pro- 
posed to expand the merchant fleet of Pakistan from a tonnage^ 
of 120,000 to 150,000 in ten years’ time The officers for the inde- 
genous fleet will be trained in the proposed Mercantile Marine 
Academy. A Control of Shipping Bill has been passed to 
protect and encourage the National Mercantile Marine. Under 
this law no ship is allowed to engage in coastal traffic except 
under licence of the shipping-authority of Pakistan. 

17, Air Transport — Air transport is of special importance 
to Pakistan, because the Eastern and Western parts of the' 
country are separated by a distance of over a thousand miles of 
foreign territory. Two years ago India introduced the Permit 
System for those crossing the border to Pakistan and Pakistan also 
followed suit. This has created difficulties in the movement of 
people by the overland route. The sea route is very lo^8> 
expensive and inconvenient. Moreover, it consumes an inordi- 
nate amount of time. 

Air communication, therefore, is likely to become the main 
means of travel between the East and the West Pakman, 
especially for people whose movements are necessitated by 
^bnbmic; political or administrative reasons, 
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Thus along with other reasons which apply to all the 
countries of the worldi Pakistan has an additional reason for 
giving attention to this particular means of transport. It 
appears that the Government of Pakistan is fully alive to this 
necessity. 

At the time of partition there was only one Air Transport 
Company registered in Pakistan /.e.thc Orient Airways Ltd., 
but ifs operations were limited to the Calcutra-Akyab Rangoon 
service. Under the Standstill Agreement with India this service 
was allowed to continue and new services were Introduced under 
n temporary agreement enforced from 1st Oct. 1947. Later, Air 
services were also started from East to West Pakistan, and from 
Karach to Quetta, Lahore, Rawalpindi and Peshawar. Services 
were also started between Calcutta, Dacca and Chittagong. From 
March 11, 1948, a service was introduced from Karachi to 
Ahmedabad and Bombay. As a result of these services the 
average monthly mileage covered by Orient Airways increased 
from 41,830 miles at the time of partition to 1,43,983 miles in 
June, 1948. During the same period the number of services 
increased from one to seven and the total mileage of routes from 
685 to 4960 miles. 

On December 4, 1947, the Government announced their 
policy regarding the long range problem of Air Transport, accord 
Ing to which the operations of Scheduled Air Services were to be 
left to private enterprise subject to control and regulation by 
the Government through a system of Licences and definite alloca 
tion of routes. The number of companies was to be limited to 
two only with Pakistan capital and under the control of Pakistan 
nationals. These were granted air transport licences in June, 
1948. Further, an Air Transport Advisory Board was set up 
whose recommendations were accepted by the Government. The 
two companies to whom the Air Transport Licences were 
granted were * The Orient Airways Ltd.* and ‘ The Pak Air 
Limited*. The services and the minimum frequencies to be 
operated In each direction by the two companies tvcrc fixed. 
The Orient Airways now owns a fleet of 23 air craft mostly 
Douglas D. C. type. The Pak Air (whose operations arc in 
suspense at the moment) had 8 air crafts. On the basis of figures 
for March 31st, 1949 these companies operated 9 a(^hcdulcd 
ser^'ices and the route mileage covered by them was 14,876 miles. 

Since there was not a single air company with Its head 
quarters in Pakistan at the rime of partition the country entirely 
lacked facilities for repairs and maintenance ofatr craft. Govern 
raent's policy regarding Alx Transport also provided for the 



464 


ECONOMICS OF PAKISTAN 


formation of a company to provide common facilities required 
by the Air lines and by the Royal Pakistan Air force, particularly 
facilities for repair and overhaul of aircrafts and training of air' 
craft mechanics and maintenance of engineers. For this purpose 
in June, 1948, the Government approved the formation of a 
company to be called “Pakistan Aviation Ltd.” which, was to be 
financed, directed and controlled by the Government and the 
two Pakistan Air lines in partnership. In this company Govern- 
ment has a controlling interest. The Airship Hanger at Karachi 
Airport, was taken over by the campany for its operations. It 
has been estimated that this organisation will ultimately be 
required to overhaul more than seventy air frames and 400 
engines annually, requiring a staff of at least 500 technicians. 

In view of the size of the country and the vast distances 
involved the number of airports in Pakistan is inadequate. At 
the moment there are aerodromes at Karachi, Lahore, Rawalpindi 
Peshawar, Chittagong, Dacca, Sylhet, Hyderabad (Sind) Jacobs- 
bad,- Multan and Quetta. There are landing fields at Comila and 
Feni in East Pakistan. In addition a few emergency air fields, exist 
which were constructed during the war. In Karachi, Pakistan 
possesses one of the finest airports in the world. It lies on the 
international trunk routes and its further development should 
be a matter of the first importance for Pakistan. 

, The Government of Pakistan soon after partition notified 
its adherence to the Convention on International Civil Aviation 
and to the International Air Services Transport Agreement. 
This latter commits Pakistan to observe international standards 
in this respect. It has also become a member of the International 
Civil Aviation Organisation and of the Commonwelth Air 
Transport Council. Pakistan inherited from undividend India 
her obligations under agreements for operations of Air services, 
with the U. S. A., France and the Netherlands. Now we have 
concluded Transport Agreements with other countries including 
U. K., India, Ceylon Sweden, Burma, Iraq, Ethiopia, and Iran. 
Similar agreements with other countries are under contempla- 
tion. 

Regarding the future plans of the Government, Karachi and 
Chittagong Air Ports will be further developed to the startdard 
of first class International aerodromes. Lahore, Rawalpindi and 
Dacca will be II class aerodromes (where planes weighing upto 

70.000 lbs can land ; and Hyderabad (Sind), Jacobabad, Multan, 
Quetta and Sylhet as III class aerodrumes (where planes upto 

40.000 lbs. can land). Karachi aerodrome is being developed in 
, order to enable it to receive jet propelled heavy aircraft which 
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expected to fly commercially between Karachi and London (in 12 
to 15 hours) In the near future. An international air line is also 
under consideration by the Pakistan Government, which may be 
opened in the near future. 

As regards the future policy the Pakistan Government can 
act in two directions. Air traval needs encouragement especially 
between the two wings of Pakistan. The factors that stand in 
the way of making Pakistanis air minded arc the high expense 
and risks involved. Apart from enforcing high standards of 
efficiency the Pakistan Government can act in two directions to 
this end, (1) subsidisation of Air Transport Services between 
Eastern and Western Pakistan and (2) Provision of Insurance 
against risks of Air Travel. 

Air travel between Eastern and Western Pakistan is very 
costly and is beyond the pockets of the poor and middle classes. 
In the interest of creating bonds of solidarity through frequent 
contacts between the citicens of Pakistan living in these two 
regions, it Is necessary chat Air travel between them should be 
encouraged by making it reasonably cheap for the people of 
moderate means and this can only be done through a subsidy on 
the part of the Government. 

As regards Insurance, it may be pointed out that Air crashes 
have been rather frequent In the world in recenty years. Mostly 
people ore scared on account of these mishaps. The policy of 
insuring the risks of Air travel will go a long in removing at 
least part of the fears which people entertain about this form of 
travel these days. 



CHAPTER XXi 

CURRENCY AND EXCHANGE 
Pre-Partition 

1. Introduction. — To understand properly the present 
currency position in Pakistan it is necessary to trace the Indian 
currency history for the last hundred years. During this time 
India had experience of silver standard, a gold exchange 
standard, a gold bullion standard and a sterling exchange 
standard. • Throughout the period, there was an under-'current 
of demand on the part of Indian opinion, sometimes also 
supported by high Government officials, for a full-fledged gold 
standard with gold coins circulating as currency. This ideal 
remains in public mind no longer in this or any other country 
and its possibilities now are remote, specially since the creation 
of the International Monetary Fund. From the past experience, 
how ever, guidance may be derived for future action in the 
domain of currency policy. 

2. Establishment of Silver Standard, (1835): — The 
silver mono-metallism was established in India by the Currency 
Act of 1835. Before that date, the silver rupee and gold muhr 
were current in Muslim India since Akbar’s time and in the 
South gold was the principal currency. In addition, there was 
a bewildering variety of coins, current in different parts of the 
country, when the East India Company came upon the scene.^ 
And it was their desire for a uniform currency system, in the 
interests of trade, that culminated in the passing of the Act 
of 1835. 

Under the silver standard, any one could take silver to the 
mint and could get it coined into rupees Weighing 180 grams (11/12 
fine) free of charge. Gold, however, did not entirely disappear 
from the field. The Act of 1835 authorized the coinage of gold 
coins if required by the public; and a notification of 1841 author- 
ized public treasuries freely to receive gold coins (gold muhrs) 
at their face value j.e., at the rate of 15 : 1, in payment of public 
dues. This notification was withdrawn in 1852, when large 

1. According to an estimate, 994 different gold and silver coins of vary- 
ing weights and fineness were current. 
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quantities of gold coins began to accumulate In the public 
treasuriest due to the fall In the price of gold. Again, between 
1864 and 1878, the Government authorized receipt of gold coins 
into public treasuries at lower rates. With these exceptions, the 
authorities kept to the policy of silver mono'mctallism, in spite 
of agitations^ now end again in favour of a gold currency, up to 
the year 1893. 

3. Breakdown of the Sliver Standard. — Difficulties began 
to arise in the working of the silver standard after 1874, due to 
the fall* in the gold price of silver, ivhlch began about that time. 
The rupee being a full-bodied silver coin freely minted, its 
value (rate of exchange) in terms of gold (or sterling) fell with 
the fall of the gold value of silver, as is shown in the following 
table 


Period 


Price of 
silver 

Rate of 
exchange 

Average, 5 yean ending 16S0 


per o:. 

... 53 

per rupee, 
d 

20-5 

« « 1835 

... 

... 51 

19.6 

.. 1890 

Average for the years ending 
March 31 1691 

M« 

44 

17‘1 


47 

lS-0 

« .. 1892 


... 45 

16-7 

M 1893 

... 

... 39 

14.9 


The fall in the gold price of silver was due, partly to the 
greater supply of, and contraction in, the demand for silver, and 
partly to the smaller production of gold on the one hand and 
the greater demand for this metal on account of substitution of 
gold currency In place of silver by a large number of European 
countries,* on the other. 

1. 1S59— Denjral Chamber of Commerce made reprcaentaclon to the 
Govemor*G<nertl fot soU currcncf. l^64-'Coainercitl communities of 
Dombar. Madras and Calcutta sent memorials ro the same e0'ecr, and Charles 
Trevelyan recommended puttins of gold on the iime status as silver ; 1866— 
Mani6eld Commission, appointed as a resjU of representations for potd 
currency by Calcutta Chamber of Coaatncrce. T^ey recommended cold 
currency t but their report was iheh-rd by the Government ; J872~Slf Rldiard 
Temple. In a note recommended cold starsdard In 1674 the Government 
India decided not to accept the proposal. 

2. The« was a rise In the price of silver between lS?9 8Qd IS92or» 
aeeour\t of the U.S,A. Policy (under pressure of silver producers) of purchtslng 
4! mlUjoo ounces, of silver every month, under Sheteaan Act acslnst the 
Issue of treasury notes. These purchases became Ineffective liter, due to 
aclcatlon asiinic the Aa and the dancer of (he accumulated silver fillioj on 
the mttkat later on 

3. Germiar and the Latin Union (France. Sirltrerltad, BcUlua and 

Italy. 
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The consequences of the fall ' in the value of silver were 
serious. It paid people to purchase silver cheap and get it 
coined into rupees from the mints. This led to a general rise in 
prices, due to the increase in the amount of money in circula- 
tion. The import trade also suffered, because more silver 
rupees were required to pay for imports of a given value in 
sterling The trade in general, including exports, was also un- 
favourably affected due to the element of uncertainty regarding 
the rate of exchange. Moreover, the European officials in India 
demanded allowances to make up for the loss they suffered in 
meeting their sterling obligations in England. But the greatest 
problem that arose, was in connection with the payment of 
what are called ‘ Home Charges These were, payments 
to be made by India in the United Kingdom to meet salaries 
and pensions of British officers in Indian service there, her obli- 
gations in connection with interest on sterling debt, prices of 
stores purchased, and shipping services rendered to India. The 
fluctuating exchange introduced considerable amount of uncer- 
tainty in budgeting for the ‘ Home Charges besides increasing 
their burden in terms of rupees. As the Finance Member of 
the time pointed out, a fall of one penny in exchange would 
have meant a deficit of three crores of rupees in the budget^ 
while a rise of one penny would have led to a surplus. 

Something had to be done. The Government tried a 
number of alternatives, but ultimately the matter was referred 
to a committee under the chairmanship of Lord Herschell. The 
Committee reported in 1893 and recommended the closing of 
the mints to the free coinage of both gold and silver. This was 
done by the the Coinage Act of 1893, and the silver standard 
was ended. 

4. Towards a Gold Standard. —But what system was to 
take the place of the silver standard ? The Herschell Com- 
mittee had proposed that “ the closing of the mints against the 
free coinage of silver should be accompanied by an announce- 
ment that, though closed to the public, they will be used by the 
Government for the coinage of rupees in exchange for gold, at 
a ratio to be then fixed, say at Is. 4d. per rupee ; and that at the 
Government treasuries gold will be received in satisfaction of 
public dues at the same rates.”^ Along with Act VIII of 
therefore, three notifications were issued (Nos. 2662-4 of 26th 
June, 1893), by which arrangements were made ; (i) for the 

1. Herschell Committee Report, para, 5. 

2. Ibid. 
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receipt of sovereigns and half-sovereigns in payment of sums'duc 
to Government at the rate of R*. 15 for a sovereign ; (ii) for the 
receipt of gold at 16d. per rupee ; (ill) for the issue of currency 
notes to the Comptroller-General in exchange cither for British 
gold at the above rates, or for gold bullion at a corresponding 
ratc.^ Thus the rupee having lost its “ natural *' value, after 
suspension of its free coinage, was given an artificial value of Is. 
4d. per £ sterling. 

As there was redundancy of rupees, it was sometime before 
Its value came up to Is. 4. The Indian exchange fell to is. 
M/32d. on January 23, 1895, after which date it rose slowly and 
steadily for a period of 36 months, till in January, 1898, It 
reached the legal ratio of Is. 4d. After this it moved around 
that point. 

In 1898 an Act was passed which authorised the issue of 
currency notes against gold received In England by the Sccrctacy 
of State at the rate of one rupee per 7.53344 grains of fine gold, 
plus the cost of shipping gold to India. This gold was to be kept 
in the Bank of England earmarked as a part of the Indian Paper 
Currency Reserve. The Secretary of State under a notification 
(January 21, 1898) announced his readiness to sell telegraphic 
transfers on Calcutta, Bombay and Madras, at a rate not exceed- 
ing Is. 45/32d. ‘per rupee. 

The object of the currency reforms of 1893-93 was (1) to 
prevent a further fall in the gold value of the rupee, (ii) famill- 
arirc the people of India with the use of gold without forcing it 
upon them, and (iii) to stablUzc the rupee sterling ratio at Is. 4d. 
per rui>cc. Obviously the measures were both experimental and 
transitional. The ultimate aim was the introduction of a gold 
standard with gold coins and rupees in concurrent circulation at 
a fixed ratio, the rupee being reduced to the status of full legal 
tender token money." 

When the actual rate of exchange, therefore, reached the 
point fixed by law in January, 1898, the Government of India 
asked the Secretary of State to terminate the period of transh 
• tion, and submitted a scheme for the introduction of a gold 
standard. It was to examine this scheme that a committee 
Was appointed under Sir Henry Fowler In April, 1893. 

Fotvier CommettM.— The Committee considered some other 
proposals besides the one submitted by the Government of India. 
One of these aimed at reopening of the mints to the free coinage 

1. Fowler Coramlttee Rr-orr. r*r** 15. 

3. H. L* Dey |q Eonoalc Frt^leat of Modem lodii, Vol. U,p, 219, 
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of silver. This was rejected on the ground that it would expose 
the Indian currency system to the same risks and uncertainties as 
were experienced during 1878'93. Then there was a scheme by 
Leslie Probyn and another by Mr. Lindsay. The latter scheme has 
an historical significance, because it was on the lines proposed in 
this scheme that the Indian currency system developed later. 
Both these schemes aimed at economising gold. L. Probyn 
suggested a form of gold bullion standard, and Lindsay, what 
was later known as, the gold exchange standard. The Com- 
raittec rejected both the schemes on the ground that there was 
no precedent in their favour and that orthodox opinion was 
against them. 

In the place of these schemes, the Committee favoured 
the ultimate establishment in India of a gold standard with gold 
currency ; and to this end they proposed (i) that the British 
sovereigns and half-sovereigns should be made legal tender and 
current coins in India ; (ii) that the Indian mints should be 
thrown open to the unrestricted coinage of gold into sovereign 
as in the three Australian branches of the Royal mint ; (iii) 
that the rate of exchange should be permanently fixed at Is. 4d.; 
(iv) that rupees, should be of restricted coinage and unlimited 
legal tender and should not be legally converted into gold, i.e., 
for internal purposes (v) that gold from the reserves should be 
freely available in exchange for rupees whenever the rate of 
exchange tended to fall below the gold-export point ; (vU that 
coining of fresh rupees should not be undertaken till such a time 
as gold in actual circulation tended to rise above reasonable 
proportions ; and finally (vii) that the profits of rupee coinage 
should be kept aside as a special reserve called the Gold Standard 
Reserve. 

5. The Evolution of the Gold Exchange Standard. — The 
Government accepted all these proposals and started taking 
measures to implement them. Thus ; 

(1) The Indian Act No. XXII of 1899 was passed making 
the sovereign and half-sovereign legal tender throughout India 
at Rs. 15 to the £. * 

(ii) Active steps were taken as regards the opening of a 
mint for the coinage of gold in India, but the scheme was 
dropped in 1902 mainly because the .British Treasury had raised 
technical difficulties and in the meantime an attempt to intro- 
duce gold coins into active circulation had failed. 

(iii) The Gold Standard Reserve came into existence in 
1900 out of the profits of rupee coinage when it was resumed 
that year for the first time since 1893, 
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The Two Reserves.-^Wc Hove already seen that on Act of 
1893 authorized the Issue of notes in India against gold deposited 
In London earmarked at the Bank of England os part of the 
Paper Currency Reserve. This Act was at first Intended to be 
temporary. “ Its elFcct was to foclUtatc Government remit' 
tanecs to Londoni to add to the gold resources of India, and to 
give some elasticity to the currency by allowing the issue of 
rupees or notes In India against gold tendered in London But 
this additional issue of currency against gold tendered In London 
added to the drain on rupee reserves of the Government of 
India.”* 

In view of the drain the Government of India, Implement- 
ing the recommendations of the Fowler Committee, made an 
active effort to induce people to use sovereigns as currency. The 
currency offices and post offices were instructed to pass on 
sovereigns to the public as far as possible. The results, however, 
were unsatisfactory. The sovereigns and currency notes went to 
a discount as against the rupees. “Special demands for rupee, 
owing to famine conditions and the inadequacy of the supplies 
of the favourite circulating medium, combined to aggravate the 
general monetary stringency.”- 


It was thus that the Government had to resume coinage of 
rupees in 1900 on a considerable scale. This led to a recourse to 
the London silver market. The Act of 1898 was extended for a 
period of two years, ” with the addition of a provision authoris- 
ing the use of the gold in the paper currency chest In London 
for the purchase of silver for coinage of rupees and the treat- 
ment of the silver so purchased as part of the Reserve against 
notes in circulation during the interval between purchase and 
mintage'**. This arrangement was made permanentby an Act 
of 1902. In 1905, 5,000,000 sovereigns were shipped to London 
from the accumulated stock of gold In the Paper Currency 
Reserve in Indiai to be kept in the Reserve in London for pur- 
chase of silver for the coinage of rupees when required. Thus 
arose the London branch of the Paper Currency Reserve. 


As regards the gold reserve formed out of the profits of 
nipccs.coinagc, the idea of the Government of India seemed to 
have been to keep the gold locked up in a special chest in India. 
But the Secretary of State decided that it should be remitted to 
London and Invested in sterling securities. It was held that it 
tvould be more useful in London where it would have to be 


Ir Chinb«tUln ComtolnSon lUport* psn 21, 

2. Ibid. Par* 25. 

3. Ibid. Part 26. 
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applied if an emergency arose. The proHts of coinage were thus 
remitted to London for some years after 1901, This came to be 
called the Gold Standard Reserve. 

Thus were created the Gold Standard Reserve and the 
Paper Currency Reserve (London branch) m London. 

In 1906 an Indian branch of the Gold Standard Reserve was 
created which was to be kept in the form of rupee coins. This 
was necessitated for meeting the demand for rupees at a short 
notice and was to be used to prevent the rate of exchange going 
to a premium over Is. 4d. This was created by holding the profits 
in the coinage of rupees in the Reserve in the form of rupees in 
India, instead of converting them into sterling held in London. It 
was then that the name Gold Standard Reserve was applied to 
these two branches of the Reserve for the first time — one in India 
in the form of silver rupees and the other in London in the 
form of sterling securities. 

Upper Specie Point Fixed :In the meantime another develop' 
ment had taken place. The practice of shipping gold from India 
to London (from the Paper Currency Reserve in India to the 
Reserves in London) was found to be needlessly expensive, 
“The gold, it was seen, reached India in the first place at 
the cost of individuals, and then had to be shipped back to 
London by and at the cost of Government, after the public 
had handed it on to the Government, in exchange for rupeesL” 
This expense could be saved by the extension of the practice 
of raceiving gold in London in exchange for rupees in India. 
Since 1898 the Secretary of State used to draw the Home 
Charges by selling Council Drafts for Gold in London against the 
issue of notes in India. In 1904 the Secretary of State announced 
his willingness to sell, Council Drafts (called Council Bills) 
without limit at Is. 4ffd. — the gold export point from London. 
When the treasury balances were not sufficient to meet these 
Bills (when demand for them was very high to pay for a large 
favourable balance of India’s trade) they were met , by the 
withdrawal of rupees from the Paper Currency Reserve in India 
against a corresponding deposit of gold in the currency chest in 
London. Meanwhile silver was purchased in London out of these 
proceeds and sent to India to be coined into rupees. 

Some gold, however, still continued to come to India from 
Egypt and Australia and had to be shipped to London time and 
again. To avoid this expense* also in 1905 it was decided to 
offer telegraphic transfers against sovereigns in transit from bgypt 

(1) Chamberlain Commission Report Para 31. 
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or Australia to India at such rates as to make it worth-while for 
the owners of such sovereigns to divert them from India to 
London. 

Thus it was that the upper limit of the fluctuations of the 
rupcc'Stcrling exchange got fixed at Is. 4Jd. The exchange could 
not rise above this point as long as the Secretary of State was 
willing to sell Council Bills at that price. But the exchange could 
fall below the gold export point from India. But, normally, 
India’s balance of trade being favourable such a contingency was 
regarded as extremely remote. In fact in June 1907 a Committee 
appointed on Indian Railway Finance rccommencd that a part 
of the profits from coinage should be diverted to capital expendi- 
ture on Railways, and the Secretary of State agreed with this view 
and in fact proceeded to use over a million pounds for this 
purpose saying that “ the danger of a fall in exchange is Illusory, 
having regard to the present conditions of trade# the amount of 
securities in the Gold Standard Reserve, and of gold in the 
Currency Reserve.*'* 

Lower Specie Point Fixed : —This danger, however, was not 
Illusory as was proved before the same year was out The 
partial failure of the summer monsoon in 1907» and the general 
monetary stringency all over the world which accompanied the 
American financial crisis in the autumn of 1907, caused the 
Indian exchange to become very weak in November of that year. 
The stock of sovereigns in the Paper Currency Reserve In India 
began to fall, their place being taken by rupees. The Govern- 
rnent refused to sell telegraphic transfer on London and also 
refused to give gold except In small quantities. The exchange fell 
to as low as Is. 3-23p2d.on 23rd November. The exchange did 
not improve until the Indian Government agreed to sell tele- 
graphic transfers and later sterling bills on London the price of 
which was ultimately fixed at Is. 3.29/32 d. the gold export point 
from India. In all, over £8 million were withdrawn from the 
Gold Standard Reserve to meet these bills (later called Reverse 
Councils). 

The nee result of all these measures— -forced on the Govern- 
ment by circumstances, — was the emergence of a system usually 
described as the ^Id Exchange Standard and not the system 
originally aimed at and recommended by the Fowler Committee 
ije.t Gold Standard with gold currency. 

6, Main Feature* : — The main features of the new system 
were t— 


t. Chtaberlilo Rrport, par*. 36. 
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(1) The internal currency consisted of the rupee which 
though a token coin was also the standard of value, the notes 
(issued by the Government) and small subsidiary coins, which 
were legal tender. There were also in circulation sovereigns in a 
limited quantity. 

(2) The rupee was convertible into gold only for external 
purposes at the rate of 16d. to a rupee. 

(3) The sterling (gold) value of the rupee was regulated 
between Is. 4H. (the upper specie point) and Is. 3’29/32d. (the 
lower specie point) through sale of Council Bills and Reverse 
Councils respectively. 

(4) To work this system two reserves were maintained, one 
in India mainly in rupees and the other in London in sterling. 
The Indian reserve was constituted by (/) the Indian portion of 
the Paper Currency Reserve ; (it) the silver branch of the Gold 
Standard Reserve ; and (Hi) the treasury balances of the Govern' 
ment. The London reserve consisted of (i) the London branch 
of the Paper Currency Reserve ; (H) the Gold Standard Reserve, 
and (Hi) the balances of the Secretary of State. These reserves 
were created for separate purposes, but in practice they were 
available for the support of exchange in the case of necessity. 

This system worked quite smoothly until it broke down 
during the Great War (1914'18). In the meantime it had received 
the approval of the Chamberlain Commission. 

7. Chamberlain Commission : — The Chamberlain Com' 
mission was appointed in April I9l3. under the chairmanship of 
Austin Chamberlain to examine the mechanism of Indian 
currency and exchange and to suggest measures for its improve' 
ment. The Commission in their report (issued February 1914)> 
approved of the various meaures taken by the Government to 
stabilize exchange. They were of the definite opinion that the 
gold exchange standard was not only workable but was eminently 
suited for India, because of the absence in the country of a well' 
developed banking system, and on account of its cheapness. 
Due to the hoarding habit of the people they considered a gold 
standard with gold currency, as proposed by the Fowler 
Committee* as absolutely undesirable. They had no objection in 
principle to minting in India of sovereigns and half'sovereigns. 
Indian people genuinely demanded them and the Government 
were ready to incur the expense. Among the minor alterations 
proposed in the system by the Commission were the prompt 
selling of Reverse Council Bills and the abolition of the silver 
branch of the Gold Standard Reserve, They also emphasized 
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the need for malntaininj: adequate reserve of cold and stcrlinc 
securities in London for the purpose of converting internal 
currency into external or international currency. Before the 
recommendations of the Commission could be properly con- 
sidered the war broke out and threw the currency system into 
the mcItinC'Pot. 

8. Breakdown of the Gold Exchange Standard The 
war began in AuRust 1914. The first effect of the war was a 
Rcncral loss of confidence on the pare of the people with the 
result that there was a rush for encashment of notes and 
withdrawals of deposits from the banks. The exchange showed 
signs of weakness on account of disturbance of trade. But soon 
the Government was able to restore confidence by providing 
adequate facilities for encashment of notes and for the withdrawal 
of deposits from the savings banks. To support exchange, Reverse 
Councils to the value of about £ 9fi00,000 were sold. The 
uncertainty of the delivery of bills In London was eliminated by 
on arrangement by which payments could be made in London 
sixteen days after the departure of the weekly mail. 

The real trouble, howevert began in 1916 which ultimately 
led to the breakdown of chc Gold Exchange Standard. For the 
success of the system it was necessary that the Government 
should be able to maintain the stability of exchange. This the 
Government failed to do, because an excessive demand for 
fupcesarosc at a time when the price of silver was rising to an 
unprecedented level. 

The excessive demand for rupees was due to : — CO excess of 
exports over imparts and hence an Increase inthc export surplus 
In favour of India. The averoge excess of exports during the 
three years ending 1918*19 was £59.6 millions, as against the 
average of £53 4 ra'ifVions for tbc three pre-war years. The 
increase In the favourable balance of trade was due to (o) falling 
off in imports due to shipping difficulties and other circumstances 
of War, and (b) stimulation of exports on account of greater 
demand for Indian materials tor war purposes on the part of 
Great Britain and her Allies. 

(t/) Demand for currency was further aggravated because of 
the need for making payments on account of troops engaged and 
supplies in the Eastern theatres of war (Mesopotamia, Persia, Ease 
Africa) for which India was the base of operations. During the 
^riod of the war more than £24.000,OCO were spent by the 
Government on this account. 



476 


ECONOMICS OF PAKISTAN 


(Hi) Further there was need for financing purchases in India 
on behalf of Dominions, Colonies and America. 

Before the war, part of the normal favourable balance of 
trade was liquidated by the imports of silver and gold. These 
means were now not available due to restrictions on the 
movements of precious metals.i This caused the demand on the 
Government to supply additional currency. To meet this 
growing demand the Government had to purchase silver at 
rising prices. 

The rise in the price of silver was very marked. In 1915 it 
was a little over 27d. per oz., by the end of 1916 it had reached 
43d, (the point at which the bullion value of the rupee was 
equal to its face value at Is. 4d. rate of exchange). In September 
1917 the price of silver reached 55d. After remaining steady at 
this point due to control imposed by U.S.A. the price jumped 
to 78d. in December 1919, the control having been removed in 
May 1919. It reached its highest level in February 1920, when 
it stood at 89^d. per oz. 

The rise in the price of silver was caused by (1) shortage of 
supply specially from Mexico where production fell due to in* 
ternal troubles, (ii) heavy demand for silver chiefly for coinage 
purposes, (Hi) depreciation of the sterling in terms of dollar due 
to the unpegging of sterling' dollar exchange in March 1919. 
America being the largest supplier of silver, payments had 
ultimately to be made in dollars. This raised the sterling price of 
silver, when the sterling depreciated, even though the dollar 
price might not have risen. 

The consequences of this rise in the price of silver on Indian 
exchange were serious. From August 1917, the rupee ceased to 
be a token coin. It paid people to melt it and sell it as silver. 

It was, therefore, not possible for the Government to purchase 
silver at the new rising price and supply rupees at Is. 4d. with' 
out incurring enormous losses. And this at a time when there 
was excessive demand for rupees due to reasons already noted. 
Moreover, the newly issued rupee coins were disappearing from 
circulation due to their being melted by the people. 

On the 28th of August 1917> the Secretary of State raised 
the rate of Telegraphic Transfers from Is. — 4|d. to Is. 
soon it was announced that the price of the rupees would be 
changed according to the changes in the price of silver. 1 nis was 


1. During the five years ending 1913-14 India 

£i'innr\nnr\n pgj. the five years ending 1913-19 the figure was only 


alue of £120,000,000. 
bout S 36,000,000. 
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virtually the rcintroduciion of the silver standard.^ The rate oi 
Telegraphic Transfers was thus raised from time to time until !( 
stood at 2s. 4d, on the l2th of Pecember 1919. 

Some other measures were also taken by the Government tc 
meet this situation : — 

(/) Controi of Exchange. The Secretary of State limited the 
sale of Council Drafts from 20th December, 1916* to an amount 
varying between Rs. 20 to 120 lakhs. This was to reduce the 
necessity of paying rupees. 

Certain banks were put on the Approved List and were 
required to finance the export of war requirements. They 
were protected against the rise in exchange by giving them 
certain facilities. The idea was to confine exports only to wai 
essentials. 

(W) PurcKose of silver. Import of silver on private account 
was prohibited (3rd September, 1917) and the Government 
made large purchases of this metal from U.S.A. for coinage 
purposes. 

(///) Certa/n measures were taken to economise sHm. From 29th 
June, 1917, the use of gold and silver fot non*monetary purposes 
was acclarcd illegal. From 3rd September, 1917, export of silver 
coin and bullion was prohibited. In December 1917 and January 
I9l8, respectively, 25*rupccs and one-rupee notes were issued. 
Nickel pieces of small denominations were coined. 

(/v) The Government purchased all the gold that was imported 
and deposited it In the Paper Currency Reserves for notes to be 
issued against it. Further, gold coins were pushed into circular 
tion. 

(v) Among the financial measures taken to meet the currency 
diificultics were additional taxation, curtailment of capital ex'* 
penditure and extensive borrowing in India. 

In spite of all these measures — which were quite valuable In 
thcm$clvc$“'thc Government was unable to maintain the ex- 
change at an artificial level and thus the Gold Exchange Standard 
broke down. 

9. The Smith Cororaltlee. After the war was over a cur- 
rency committee was appointed In May 1919, under the chair- 
manship of Bablngton Smith. The Committee was to" examine 
the effect of the war on the Indian exchange and currency 
system and practice,. .to consider whether, In the light of this 

1, Vtkil iod Mortnjia: Omcocy tnd Prices is Iadit.p. IIZ, 
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experience and of possible future variations in the price of silver, 
modifications of the system or practice may- be required ; to 
make recommendations as to.. .the policy that should be pursued 
with a view to meeting the requirements of trade, to maintaining 
a satisfactory monetary circulation and to ensuring a stable gold 
exchange standard.” The Committee was thus precluded from 
suggesting any system other than the Gold Exchange Standard, 
which was to be modified in order that its stability might be 
ensured. Taking into account the recent variations in the price 
of silver and the future expectations in this respect, the Com- 
mittee recommended 2s: (gold) as a safe ratio which would keep 
the rupee a token coin. Other advantages claimed for the high 
ratio were (i) that it would cheapen imported meterials and 
• machinery. Exports, however, would not be discouraged because 
of the great demand for Indian produce in the world market 
owing to shortage of materials and foodstuffs ; (ii) Government 
finances would gain because it would • mean a saving of ’ about 
Rs. 12 crores in the ‘ Home Charges.’ 

In addition, the Committee recommended opening of a 
mint in Bombay for the coinage of sovereigns and half-sovereigns 
for the public; removal of restrictions on the import and export 
of gold and import of silver on private account. They further 
recommended that the Gold Standard Reserve should contain a 
considerable proportion of gold and that 50 per cent, of the Gold 
Reserve should be kept in India. Mr. D. M. Dalai, the only 
Indian member of the Committee, in his Minute of Dissent 
recommended Is. 4d. as the ratio and fav^oured the issue of two 
rupee coins of smaller silver content during the period of high 
price of silver 

The Government accepted the recommendations of the 
majority. All war-time restrictions were removed; treasuries and 
currency offices were instructed to accept sovereigns and half- 
sovereigns at the rate of Rs. 10 and Rs. 5 respectively, but not 
to issue them. The gold mint was not opened. 

10. The 2s. Ratio. The new ratio was adopted from the 2nd 
February 1920 when the Secretary of State fixed the price of one 
rupee at 11'30016 grains of fine gold. The 2s (gold) ratio did 
not work long. It fixed the price of gold at Rs. 15-1 4'0 per tola 
when actually the market price of gold at the time was 
, Rs. 22-8-0. Hence it was impossible for the Government to 
’ supply, for long, sterling at a rate corresponding to 2s. (gold) per 

1. As the market price of sovereigns continued at about Rs. 10, they 
never functioned as currency at the new ratio, . ' ' 



CURRENCV AND EXCHANGE 


479 


rupee. A great demand for ttcrllng had arisen because of the 
balance of trade turning against India after 1919. “ Imports had 
Increased owing partly to the increased demand for plccegoods, 
the stock of which had run low at the end of the war, and 
partly to the stimulating effect of the rise In exchange on 
demt^nd. Exports on the other hand had declined owing to a 
combination of odverse circumstances. In the first place Japan, 
one of the chief buyers of Indian cotton, was obliged to reduce 
her purchases because of a tmancial crisis there. Secondly, the 
demand for jute, hides and tea fell off partly because of the 
large stocks accumulated in England and elsewhere and partly 
because of the Industrial uncertainty prevalent in the markets for 
these goods. Thirdly, Ipdia lost some of her best customers. 
Owing to various economic and political troubles the countries 
of Central Europe were not then In a position to pay for what 
they wished to purchase.”^ The result was that the balance of 
trade, that was about R). 11 crorcs In favour of India In I9l9» 
turned to an unfavourable balance to about the same amount in 
the following year. Moreover, there was speculation in exchange. 
People began to convert rupees into sterling with the hope of 
making profits by reconversion of sterling into rupees when the 
exchange fell later. The European community also took ad* 
vantage by sending their remittances ht the new favourable ra e 
and so did the importers of good by making payments without 
delay for their Imports. All these factors created demand for 
sterlmg. The Government had to pay more than 2s. in sterling 
because of the depreciation of sterling in terms of gold. Thus 
^vhlIc the Government was selling sterling at about 3s. per 
rupee the actual market rate was much less, StetUng was 
appreciating In terras of rupee not only on account of- the great 
demand for it In the exchange market but also because prices 
were falling faster In England than In India. The Government 
tried to maintain exchange at 2s. gold at first and at 2s. sterling 
later but all these oitcmpts ultimately failed. On 28th Septem- 
ber 1920, the Government refused to sell sterling drafts on 
London. Dm by that time Reverse Councils to the tunc of 
E55'2 millions had been sold. These had been met in London 
by tnc sale of sterling securities and treasury bills belonging to 
the Paper Currency Reserve. These sccurlticf had been bought 
at Rf. 15 per £ and had to be sold at Rs. 7 to Rs. 10 per £ and 
the Governmet suffered a toral lots of about Rs. 35 crorcs. 


1. ChabliQl: 


Indian CurwQffT sod Eyduacfd’.?-- 
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The result was n continuous fall in the rate of exchange 
winch sank to Jl'9/o2d. gold or Is, 3'13/32d. sterlingbyjuly 1921, 
with serious consequences on Indian foreign trade.^ The 
Government now allowed the exchange to adjust to world con- 
ditions in order that the Indian prices may not unduly be dis- 
turbed. By januaiy, 1923, the exchange began to rise again, due 
to revival of favourable balance of trade, till it reached the leveif* 
of Is. 4d. gold or Is. 6d sterling in October 1924. At that 
time the Government was pressed to stabilise it at that rate. 
But the Government refused to do so. By limiting the supply 
of currency the Government raised the ratio to Is. 6d. gold by 
April 1925 A few months after this a Royal Commission was 
appointed to review the xvholc situation. 


11. Government Policy Criticised. The policy of the 
Government In fixing a high exchange and then maintaining it 
at a considerable loss to India was severely criticised. It was 
argued that the price of silver was admittedly uncertain and so 
was the sterling-dollar rare, hence the Government should have 
waited for some time before taking a definite step in fixing the 
exchange. During this period of uncertainty the exchange should 
have been left free to find its own level. In fact it should not 
have been so difficult to foresee that exports were likely to fall 
off and imports to rise rapidly in the near future. “At the mo- 
ment when it was sought suddenly and violently to raise the rate 
of exchange by the introduction of the new ratio of 2 Shillings 
goldi the export trade was weak and the import trade in 
obedience to the delivery of long deferred orders was strong.’'^ 
Moreover, it was known that India had been starved of essential 
imports during the war and imports were bound to increase in 
the near future. “It was also known that European Companies 
in India had accumulated vast profits in the war period which 
were waiting to be remitted abroad with the return of nor- 
mal ityV’ 


1. " The collapse of exchange within twelve months from the level of 2s, 4<3. 
pervailing in Aptll 1920 to below Is. 3d, was critical for irnporters, many of 
whom had ordered goods when exchange was high without fixing their exchange 
and who were unable or unwilling to settle at the low rate prevailing when 
the goods arrived, Ac the close of the year the Indian ports remained conge^ed 
with imported piecegoods, motor cars and other articles of which deli^^ry had 
not been' taken. In further contrast ro the preceding year there has been -an 
almost continuous return of rupees from circulation, a symptom or genera 
stagnation of trade." (Report of the Controller of Currency for 1920 ' 21 .) 

2* Indian Year Books fl943'44l p. 750. 

3. H. L. Dey; op. cit. p, 228. 
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Thus a little vision on the part of the authorities would 
have made them realise that forces were at work which would 
wreck their scheme of 28. ratio. Had the exchange been left 
free to Had its own level It would have settled at a lower point 
and thus would have served as a corrective to the Impending 
unfavourable balance of trade. Enfora:mcnt of the high 
exchange, on the other hand, exaggerated the effect of these 
forces. The Smith Committee themselves had enunciated the 
principle that “a rising exchange stimulates imports and Impedes 
exports, the effect of a falling exchange is the reverse.*' This 
very principle operated to wreck their recommendation. 

The Government was criticised not merely for Introducing 
the 2s. ratio but also for persisting to maintain it even after It had 
become clear that It was a hopeless task to do so. **By the end 
of June 1920 it was fairly clear that the task which the Govern' 
ment had taken upon themselves was an impossible one.*** But 
the Government still persisted in their attempt to maintain the 
high ratio. Mr. C. H. Kisch, Financial Secretary, India Office 
stated that ‘'Government felt It Incumbent upon Itself to take 
such Indirect measure as might tend towards checking the fall in 
exchange and as might create conditions favourable to its gradual 
recovery.” Thus the attempt to push up exchange by indirect 
measures continued even after the sale of Reverse Councils had 
been suspended. These Indirect measures consisted, among 
others, of contraction of currency. 

Why was the Governmentso attached to the high exchange? 
“What they (the India Office) wanted was to push up exchange 
by deflationary measures so that It could be helpful to IraportsV* 
Thus it was the British interests which were guiding the policy of 
the Government. The idea was to encourage British Imports 
Into India by raising the value of the rupee In terms of English 
raoncf. “ High exchange,*' said Mr. Alnscough, “places the 
British manufacturer in a more favourable condition v/ra-Hs his 
competitor in India. On the whole, therefore, his material 
interest would appear to be best served by the fixation of cx' 
change at as high a rate as may be possible under the circum' 
stances,”* No wonder the Smith Committee's report was so 
favourably received by the British Press. 


t. Jtthir tnd Bftl.op* cic. p. 32S. 

!• G.D. DlrU: Indltn Currency to Retrofpect (KieaVittin), p. I). 

3. Mr. Amwoutii** Repon on SrltUS Tf»d< lo lndi« etc. quseei by 0r|j 
Nmio t Iniian Economic rrobieat. Part 1. p. 3t3« 
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The' Govern'raent policy imposed a threefold loss on India : 
(0 For her supplies to the Allies during the world war I (as in II) 
India was paid in goods but in sterling credits. This accumu- 
lated sterling was squandered by the Government to the value of 
about £24 millions in their attempts to maintain the 2s. ratio., 
(a) In so far as the high exchange stimulated imports it adversely 
affected Indian industries. (Hi) The sudden decision of the 
Government to let exchange fall to its natural level ruined many 
Indian importers who had ordered foreign goods at the high 
exchange and were now required to pay more than double in 
terms of rupees than what they had contracted to. pay. The 
Government’s policy might have served the material interests 
of England but not those of India. 

12. Defects of the Gold Exchange Standard : On 25th 
August^ 1925, a Royal Commission was appointed under the 
chairmanship of Lieutenant-Commander Hilton Young, “ to 
examine and report on the Indian currency system and practice, 
to. consider whether any modifications are desirable in the 
interests of India, and to make recommendations.” 

The Commission found the following defects in the Gold 
Exchange Standard as it operated in India ; — 

(1) “ The system is far from simple, and the basis of the 
stability of the rupee is not readily intelligible to the uninstruc' 
ted public. The currency cosists of two tokens (rupee coin -and 
rupee note) in circulation, with the unnecessary excrescence of a 
,third full value coin (sovereign) which does not circulate at all. 
One form of token currency (into -which there is an unlimited 
obligation to convert the other) is highly expensive, and is liable 
to vanish if the price of silver rises above a certain level. 

.,“.(2) There is a cumbrous duplication of reserves, with an 
^antiquated, and dangerous, division of responsibility for the 
^.control of credit and currency policy. 

< ^ (3) The system does not secure the automatic expansion 
and Contraction of currnecy. Such movements are too wholly 
"dependent on the will of 'the currency authority., 

**^(4) The System is inelastic* The utility of the provision 
for elasticity' riiade on the recommendations of the Babingcon 
Smith Committee is affected by the methods of financing Indian 
trade.^” 

13. The Gold Bullion Standard: . The Commissions task 

was. threefold ; (i) to propose the currency system best -fitted for 

» * * • ’ * * 

I. Report ; Hilton Young Commission, 1926 , para 21. 
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India ; (U) to iuptcJt the ratio at which the rupee should be 
srabllircd with the sterling : Wi) to recommend measures for the 
establishment of a Central Bank. The Commission proposed the 
GoldtBulIion Standard as the currenev system for India, Is. 6d. 
as the cxachangc ratio, and a Centra! Bank'~thc Reserve Bank of 
India — to take charge of the Central Banking functions. The 
scheme of the Rcscss'e Bank will demand our attention In a 
subsequent section. The other two proposals will be discussed 
here. 

Before finally recommending the Gold Bullion Standard the 
Commission cxamlnsd the pres and cons of other possible olrer- 
natives : (0 the adoption of gold exchange standard* and (U) the 
adoption of a gold standard proper with gold currency All these 
alternatives were rejected.* They recommended a “ gold standard 
without gold currency ** or the Gold Bullion Standard ” as it 
was called. Thus wrote the Commission : 

*' It is possible to have a true gold standard under which the 
currency Is based on gold both In reality and In a manner that is 

conspicuously visible, without putting gold into circulation 

The cs'cncc of the proposil •• Is that the ordinary mcJulum of 
circulation In India should remain as at present the currency note 


I. The croundt on which theie tritemi were rejected tte given below, 
(e) Sterllog Exduoge Suodard : Even if perfected by amalgiimitlon of 
Gold Srandaad and i'apet Currency Rerervei and by Imporing itttutory 
obligation on the currency authority to lell nipeei and tterllng when required 
without limit at the upper and the tower tpecJe pointa reapectively, the Com* 
million held that thii lyicem would atill have arrioui defect!, vit, rupee wilt acill 
be lubject to the coniec^encei of rliein the price of illver. rupee will follow 
atetling ilavithly ii regardi fti link with gold and would depreaace when aterlmg 
depredated teiulting in high prioea In lodia. Indla'i dependence on the 
currency of a ilngle country, ho«crer atable, (i diiadvantageoui. (Part 25) 

(b) Gold Cxchtsce SuncUrd. Thia would atabilUe the rupee in termi 
of gold tnit will ttill hai'e aeriout defect! ; tame danger of riie in price of allver ; 
tack of aioirtlclty } tsiitruit, due to ptat experience, in the mlndt of the people . 
intangible Picking for the token currency ; right of converttblllty ta too abitrac. 
Backing of currency ihould be cenatn, timNe and aolid. (Para 19 31) 


(c) Gold Sitadtfd with Cold CorfCDc y . Large ibiorption of gold by 
India wilt lead to lubttanrial fall in gold price tn the world and curtailment of 
credit with unfavourable reietloni on India aa one unit in the world trade 
ayitem r unerrtainry of the eitimire of the amount and time of gold demand } it 
wonld Ttiult In depretfion if gold prlcr of aiiver fell and depredired the vtlur 

,.r .1. ._j .-n , 1 „ |,..i . - 


ll*' ■ wUa. !• ifia 

WO-.W. It iJinmui lo Inuia anil tne teat o: the wortj j Unitcj otitei witn 
rrai’tlonil i iver Inieteiii will i\ot t u;yo et thli policy and rjch tjpport ti «iieo« 
tiaJ for tti auccrii ; bnaliy the tdietsr wiU Involve grett expenae. 

(Report Para 55-52) 
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and the silver rupee, and that the stability of the currency in 
terms of gold should be secured by making the currency directly 
convertible into gold for all purposes, but that gold should not 
circulate as money. It must not circulate at first, and it need not 
circulate ever.” (Para 54). 

Thus the main fatures of this system were as follows : — 

(1) The currency authority (the proposed Reserve Bank when 
established, in the meantime the Government) was to buy and 
sell gold (under statutory obligation) at certain fixed rates, in 
quantities not less than 400 fine ozs. (=1065 tolas). The 
conditions ot the sale of gold were to be so fixed that normally 
the currency authority would not be called upon to supply gold 
for non-monetary purposes. 

(2) Sovereigns and half-sovereigns were to cease to be legal 
tender ; rupees to cantinue full legal tender. 

(3) Government saving certificates to be issued to people for 
three or five years, to be paid in rupees or gold at their option. 
This was to inspire confidence in the minds of the people for the 
new system. 

(4) The existing currency notes were to continue to be 
convertible into rupees, the new notes though not to be legally 
convertible, the facilities for conversion were to continue. 

(5) One-rupee notes to be issued which were to be full legal 
tender but not convertible into rupee coins. 

(6) The Gold Standard and the Paper Currency Reserves 
were to be amalgamated. 

Several advantage were claimed for this system : — 

(a) It would secure stability of exchange by making the 
currency convertible into gold at a fixed rate. 

(b) It was simple and certain ; thus it would inspire con- 
fidence. 

(c) It would be automatic : Currency would exparid 
gold was given in exchange for rupee coins and notes, and would 
contract when rupees and notes were given in exchange for gold. 

(d) It would be cheap j gold would remain in reserve and 
not circulate. 

(e) Would pave the way for the introduction of gold currency 
at some future date when enough gold had accumulated. 

On the other hand the Gold Bullion Standard was crsticized 
on several grounds. 
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(a) For the ordlmry persoris the cold baching was neither 
visible nor tangible. Only big bankers and bullion brokers could 
purchase gold of quantities of 400 025 . (1065 tolas). 

(b) Even these people could not normally find It worth-while* 
to get gold from the currency authority) nor was it the intention 
that they should. 

The purchase of gold from the currency authority was to be 
worth-while only when It was requited for making paymetus 
abroad. *'As far as the ordinary holder of the rupee is concerned 
he would not be able ro convert them into gold) when he must 
buy It in the barar as at present.*’® 

It was thus contended that there was no essential difference 
between the gold exchange system and the Gold Bullion standard 
of the Commission. Only the obligation to buy and sell gold for 
export was made statutory. The Indian opinion as before f.ivoured 
a full-fledged gold standard with gold currency.® And this was 
supported by authorities like Dr. Cannan and Dr. Gregory in their 
evidence before the Young Commission. 

14 The Case for Is. 6d. Ratio : The greatest controversy, 
however, arose in connection with the ratio of exchange. The 


1. Ac the ratio of If. 6d. (coU) per fV|>«e the coU priced ec Ri. 

And thli wsi the rite at which the currencr auihorltr undertook to aell 

gold. When the rate of exchance la If. 6'3/J6d (upper jold point) or more 
the equiralent In rupeea of a toll of 6ne cold would be Icti than Rt. 2I-3-I0. 
People would in tuch circureitancei buy cold froni the market where it would be 
cheaper than from the currency xuchorirr. *‘When the cxchanse li below the 
upper sold point the kUihk rare for cold will not be Ra. 21-3-10 but more The 
Reierve Dank ahall fell cold In that cx«e for delivery at lea oGcett Dombty at 
notified price,, and tbne prices wtU be fixed »o a, to free the Dank In normal 
dreum, ranee* from the taik of aupplrlnc soli for non-monetary purpoaei.'* 
(Oh] Narain ; Indian Economic Life. Pair and PreKnt). 

2. Bri] Narain t Indian Economic Ufe. etc. p. 214. 

J. Since Ind an opinion atway* atreafeithe ntcetttcy of a cold currency 
trandardfor India. It would be Inftrucrlvctocive here the main point* of the 
ca*e for the *ytrem »— 

(a) It Will be automatic Prlcrt and exchance will be kept in equlUbrium 
with the World by export and Impon of rolJ freely a* the alruirion may requite. 
(Thii, however, will not be tb< caw If (he ycople hoarded the cold thut 
Imported} 

(fi) It will dttcourafe tbe habit of hoardlnc. (Tb« Youay Coamlnlon did 
not chink to) 

(e) It WtU iniplre con fidesoc. currency backloe vitible and Caerd^le. 

fd) People want sold dtcuUnia aa tSowQ by the abforpdoo of Imported 
• 'Vf. f-i ^ir-wi i g 1 j"* I a -g,. • ) *■ ' I •*» 'a* ■ 'i ■ 

•» • r I I I I ■ • 

I •Ntaiiriiiiiiei . 

4 : ■ , . II *1 4 
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Commi<;sion recommended Is. 6d. (8.47 grs. of gold) as the rate 
at which the rupee should be stabilized with the sterling. Sir 
Parshotamdas Thakurdas, a member of the (j^ommission (and a 
big industrialist) in his minute of dissent (appended with the 
Report) proposed Is. 4d. (the pre-war ratio) as the proper rate. 
Although the Is. 6d. rate was accepted by the Government and 
was enforced by an Act of 1927, the ratio controversy raised its 
head again and again until the outbreak of the World War II. 
The Ind’an commercial and academic opinion agreed at the time 
of the Report with Sir Thakurdas and after 1927 demanded again 
and again the return to Is. 4d. The Government, on the other 
hand, after accepting and enforcing the recommendation of the 
Commission, stubbornly stood by Is. 6d. 

The arguments given by the Commission in favour of Is. 6d. 
were as under : — 

(1) At Is 6d. prices In India had already attained a substantial 
measure of adjustment^ with prices in the world at large, and 
change would mean a difficult period of readjustment and wide- 
spread economic disturbance. (Para 176). 

(2) There was justification in assuming, where exchange and 
price showed steadiness over a considerable period, that wages 
were in adjustment, unless there were any clear indications to the 
contrary. The statistics of foreign trade afforded no such coritrary 
indication, but rather strengthened the assumption. ^Para 192). 

(3) If the prices and wages were not in adjustment with Is. 
6d. it could not be said that they were in adjustment with Is 4d. 
because the latter rate had nevet been effective at any time duriiig 
the previous eight years. If adjustment had taken place at all, it 
must be with Is. 6d. 


1. The statistical evidence adduced by the Commission was as follows 
(0 During eighteen months, from December 1922 to June 1924, while the 
rupee was worth about 1 s. 3d (gold), the rupee price levehranged round a mean 
of about 176. j / u 

> (ii) In the succeeding year, while the rupee was rising to Is. 6d. (gold), the 
rupee price level fell below 160. 

fiiij Since then, while the rupee has remained or been, held, at fbout .Is, od 
(gold), the rupee price level has ranged round a mean of about 158, with a recent 
tendency to fall m sympathy. with world prices. , " • j 

The level of world gold prices, as indicated by the wholesale pnees 
figures of the United States and the United Kingdom, vras (in spite T 

mediate fluctuations) approximately the same at the begining of period 0) 
a t the end of period fiiij. . , , i u « 

It is natural to conclude that, during the period of .change, ther , 
mutual adjustment of prices and exchange, and .that a substantial 
was attained about the middle of 19.5 and has been since, maintained ihara lop 
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(4) In these circumstances a reversion to Is. 4d. woUM pro- 

duces i;eneral rise of prices to the extent of 12i per cent and 
would bo hard especially upon the lower middle class consumers. 
It would also reduce real wages. (Para 206^ ^ 

(5) The finances of the Government, Central and Provincial, 

Would be upset (on account of the rise in the rupee burden of 
the Home Charges when valued at Is 4d.) which woiild postpone 
indefinitely the abolition of provincial contributiohs. (Paras 
207-203.) ' 

(6) As regards contracts, thcr either shorrpcrlod con- 

tracts entered into when the exchange was Is. 6d , or they were 
concluded at a time when the cxchongc was unitable and it would 
be impossible to do justice to both aidi'a whatever rate was fixed. 
(Paras 195-196) As regards land revenue many settlcnicnts were 
mode xvhen the exchange was Is. 4d. bur due to great rise in prices 
after 19l4thc real burden of this charge had been lightened and 
thus the new ratio Would not be a hardship on the agriculturists. 
(Para 194*) j 

In criticism bf the Commission it may be said that (0 the 
evidence regarding the adjustment of prices and wages was not 
conclusive' ^cause of the unrcfubillty u{ the figures as confessed 
by the Commission themselves. (WiThey put too much emphasis 
on the eifccc of the Is 4d. ratio on Government finances, admit- 
ting thatxhlf factor was -not to be regarded as decisive. (hO Since 
there was already a downward tendency shown by worla prices 
It. 4d. ratio would not have led to a rise of 12i percent In Indian 
prices as alleged by the Commission, (iv) A period of /ust over one 
year was not enough foradjustmeneof prices, (v) The Commission 
minimiced the cfTecc on long-terin contracts and also the losses of 
the agriculturists. 

15 The Case for It. 4d ; Sir P. Thakurdis in support of the 

It. the 

(llThendjustmvnt between the Indhin ind w'orld pricey was 
not complete , the ratio of la. 6d. was artificially worked up by 
the Government by deliberate contracti6n of currency. Until 
adjustment was complete the Is 6d. ratio^gave the foreign tnanu- 
facturer an Indirect bounty of lH per cent which would place »a 
hcav 7 strain on the Indian Industry. . . 

(2) A change in the ratio would mean an additional burden 
of 121 per cent on the large debtor class who were mainly agncul- 
tunsts. The debt being of long standing it wai natural to assume 
that It w*as contracted when the ratio was 1*. 4d. 

(3) The adverse effects on Government finances of going back 
to Is. 4d. was exsgeerated. 
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W The adverse effect of Is. 4d. on a small class of the.poor- 
ly paid literates (21%) should be allowed le.ss weight than the’ 
effect upon the rest of the 79 per cent of the population. As re- 
gards labour the existing wages were high enough to cover the 
possible rise in their cost of living under Is. 4d. Moreover at 
the lower rate they would benefit on account of the continuity of 
employment which industrial prosperity would bring. 

(5) The Is. 4d. was the pre'war ratio which had been disturb- 
ed for a time. Other countries were adopting pre-war ratios. 
If disturbance had to come in any case, the old ratio should be 
preferred. 

In criticism of the above position it may be said that it was 
not established that substantial contraction of the currency had 
taken place. If it had, then prices must have fallen and adjust- 
ment, contended by the Commission, must have taken place, (/t) 
It was objected that the Is. 6d. ratio would increase the burden 
of rural debt by lowering prices. But this should have been 
counter-balanced by the advantages of lower costs and cheaper 
implements which the higher ratio would bring. 

16. Conclusion as regards the Ratio ; On the whol, how- 
ever, it may be said that in 1926 it was much easier to fix the 
rate at Is. 6d. than at Is. 4d, Is. fid. was the rate in fact for some 
time and the fixing of a lower rate would have resulted in ex- 
cessive economic disturbances. Whatever the method by which 
the Is. fid. was reached once the rate had become stabilized at 
that point it would have been unwise to disturb it. As regards 
the policy of the Government in bringing about the Is. fid. rate 
by • contraction of currency that cannot be defended. The 
exchange value of the rupee rose to Ifid. gold in September 1924 
when the Legislative Assembly asked the Government to stabilize . 
it at. that rate. The Government rightly refused to do so beca- 
use at that time excepting Germany no other important country 
had yet stabilized its exchanges. But the Government should 
have allowed the Exchange, to remain at Is. 4d. instead of 
artificially pushing it up to Is. fid. Had this been done there wou- 
ld have been no fall of the general index number of prices in 
India, And consequently there would have been no disturbance 
to the internal economic stability that was being painfully attain- 
ed since 1921. The real fact was that the Indian authprities were 
following the British Government which was trying to mise the 
.Dollar-Sterling rate to bring it up to the pre-war parity by defl- 
ationary methods. Keeping exchange at Is. 4d., while sterling 
was appreciating in terms of the dollar, would not -have injured 
British export trade with India, because the disadvantage or ex- 
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change would have been counterbalanced by the advantage 
gained through lower prices of British goods^ 

17. The Act of 1927 : The scheme for establishing the 
Central Bank was reicctcd by the Assembly in 1927, but they ap* 
proved the establishment of the Gold Bullion Standard by passing 
Act No. IV of 1927. This act fixed the gold value of the rupee 
at 8.47512 grains for one rupee (Is. fid. gold) and imposed a legal 
obligation on the Government to buy gold at Rs. 21»3-'10 per tola 
in the form of bars cotalning not less than 40 tolas and to sell 
legal tender currcncvi gold for delivery at the Bombay minti or 
at the opinion of the Government sterling in London in amounts 
of not less than 400 0 : 5 . (1,065 tolas). The selling rate for Sfcrllng 
was notified by the Government as Is, 5-49/64 per rupee for mccr 
ing these obligations. Since the Government could exercise the 
option of giving sterling rather than gold, the system could be 
called Sterling Exchange Standard^ as much as gold Bullion 
Standard. Under the Act of 1927 sovereigns and half-sovereigns 
ceased to be legal render though they could be received at all the 
currency offices at their bullion value at Rs. 13-5-4 per sovereign, 

18. The Sterling Exchange Standard : The Gold Bullion 
Standard was superior to the pre*wjr Gold Exchange Standard 
because under it the Government had a statutory obligation to 
buy gold and sell gold or sterling. But it still had some of the 
defects of the old system which the Young Commission had 
pointed out, v/r , die conversion of one token currency (the 
note) into another (the rupee coin), the duplication of reserves 
and the separation of currency from credit control. TTic last two 
defects had to wale until the establishment of the Reserve Bank 
In 1935. 

The new system, howcvcr.did not get much chance to show 
its success. On September 21, 1931, Great Britain was forced off 
the gold standard due to drain on its gold resources caused by 
^ withdrawals of foreign balance. This development had important 
'reactions on the Indian currency and exchange system. Under 


1. For fartKrtJetalii tee Econoale Probltmt of Molem Inl{«,VoL tL 
PPl225-25L 

2. *Dut it It ftir to paint oat,** aert Dr. I«ln, to Ion; at ibc ftrtifoc 
not to off cold pirltV, the trrtUnt exchanie tandtrd «r*t ti tood or tt 

btj ■! the eic^tnce ttinJtrJ. Further, If the Goremaent chore to esrrcttc 
die further option, to It. of offertns gold In exehinee foe rupee, loilt 
Would here bed in pi^at of her. If not In lew, ■ gold etendird. Tbsi the 
mndird of 1927, though • eterllns erchenpe tteniird, w»t cepebJe of becoalnj 
tpU tttoJerd. end cemlnly iodinted ibet (old irendird the ideel of the 
GoremeBfnn (lodltn Moneteryrrohlea* p. 35d 
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the. act of 1027,: the .Government had bought gpld and sold 
sterling at the lower.gold point untikthe 19th September; When 
the announcement of,. Bt-itain having-gone off the gold standard 
came,_ the OpyernorGe^era] on .the 21st promulgated a'n Ordi- 
nance suspending. Section 5. of the Currency Act of 1927, the one 
dealing with the purchase and sale of gold and sterling. On the 
same day the Secretary of State informed a sub-committee of the. 
Round. Table Conference in London that it had been decided to 
maintain. the rupee at Is. 6d. sterling. On the 24th of September 
vet another Ordinance, was promulgated (Gold and Sterling Sales, 
Regulation OrxiinanceT which, repealed, the previous one, thus 
restoring the Currency. Act of 1927, but authorizing the Govern' 
ment to sell gold or sterling for genuine trade requirements only, 
and for. reasonable personal or domestic purposes. THe Imperial. 
Bank was authorized to. allocate exchange for the defined pur- 
poses. The, selling price was fixed at Is 5'.49/64d. sterling as before.. 
The rupee, was thus linked to sterling inspite of resentment on 
the part of Indian opinion. . One consequence of this 'link was 
that the rupee began to depreciate along with the sterling, in 
terms of gold and currencies of countries still on gold, e.g, 

■ America and- France. This resulted in the rise in the rupee price 
of gold.'and that metal began to. flow, out of- the country,^ The, 
Government took no steps to stop this outflow.. 

1» Econorpiats are not agreed as to-the cause of the outflow. of gold- from 
India. . TJhe.gcnerally held popular, opinion is that the outflow of gpld was. due 
to the rise in irs price in terms of rupes when the- ru’pee (along with the 
sterling) deprepiated in terms of gold after September 1931. But a mere rise- in 
price of gold would not have caused.an. outflow of gold, if this, rise was. exactly 
counterbalanced.by the depreciation of the rupee in., the exchange, market. It 
is held by some, therefore, that it was the external undervaluation of the rupee 
that made it worth while to export.gold which meant that the rupee price in 
India rose to n lesser degree than, the depreciation in, exchange. Dr. Dey, how- 
e.veti-.is of.'opinipn.that the explancation, though correct in. a- narrow, technical 
8,euse, is. not adequate,, because if; uhdcry.aluation of, the, rupee had been the 
main cause, gold expofts would have,., increased as years advanced instead of 
decreasing, since India showed a progressive depreciation of the- rupee in terms 
of.'sterling. --Dr. -Dey explains the export-of.-gold.as foUpws :.,‘' There was. 
economic distress among the peasants and the zamindars due to diMstxous . fall 
of agricultural prices, which led, to their savings in the form of gold hoards being 
dtawn' upon on a large scale'; =BaC'(a) due to the'-ignorance of the villagers about 
the world price of gold, (6) pressure of intensive propaganda on the part or 
bullion dealers in the up-ojuntry. centres'',causing, quick- disbonding, and w 
distress sales, the internal.pi:icex)f,gol,d at. which it, was bought by the^buluon. 
dealers- was loWi^as compared iWich .the, world price.; Consequently, thejexpprtw 
goldibecame-highly profitable . for the .-bullion dealers. .. On the other nand, as 
economic conditions graduaily.improved;du.e,to the rise- in . pnees ^ „ 

in.cxpptts, the-distress wasimitigated,' dishoarding of -gold^decliqed, .tnc isp y 
betwee'n-internal and- external .price, of gold, became 
exports began to diminish, even though, the. depreciation of thc.rup.ee- 
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The policy of the Government in' this ionneefioti was 
criticized on three grouhds: (/) Linking the rupee with stcrl' 
Ing instead of cold, iil) Still keeping to the is. 6d ratio. ’(///^ 
Taking no steps to stem the outflow of gold. These points den 
tnand consideration. ' 

'* 19. Th« Sterling Link : The Unklnc of the rupee wfth tKe 

Sterling was criticized on various grounds : Firstlyi that the rdpe'e 
was thus made to share the fluctuations of the sterling, the latceh 
reflecting the conditions In Britain and not in India. Secondly, 
ihouch India's export trade with the gold standard counfrle? 
Would be encouraged, on account of the depreciation of the rupee 
in terms of gold, it would discourage Indian import^ fr >rn these, 
countries, while England would enjoy a sort of an Imperial ‘Prc'' 
fcrcncc in the Indian market. ‘ Thirdly, that the sterling link 
would bring India back to the gold standard when Britalh 
decided to bring sterling btek" to gold, irrespective’ Of the ec<r 
norrdc conditions in India. Finally, that the rise In the rupee price’ 
of gold would lead to gold exports from India, as ft' actually 
happened. . M t i 

The Government on the other hand justified the stefhng j/nk 
and Jopported their policy by the following arguments ^ ^ 

(1) It was better from the point of view of stability "loMlrifc 
the rupee with sterling than ro let It drift, (ii) India 'had'^t' the 
time £32,000.000 stcrlinc obligations and a sterIingr>loan of 
£15,000,000 Was maturing early in 1932. If the rupee wa? not 
linked with the sterKng'thc difficulties of raising funds for these 
payments would have been insuperable. (lill Bein^a'' debtor 
country. India could not afford to risk the rupee belngjeft alone, 
(iv) A considerable proportion of India's foreign trade -was with 
England or countries on. sterling. It was wise, therefore, to secure 
a stable basis at lease for this trade, (v) Depreciation of the rupee 
relation to gold would give a welcome stimulus to Indu's 
export trade with goidstandardcountnes.. 


^«nU»i*nd toJd rtBuioei jrett *or kept ea locreiiintf...Hii ■ 

Itsaiin-pticet ot ecCa •tidcommociiurt ” tf 

aptogtrd, • , 1 , 

cbMleJ.-i iM , * - ■ _ , , 

totUrtW* III . ... ^ 

elt. pa 23, .9. ^ 
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If the sterling link was not adopted there were two other 
alternatives open to the Government, (a) to adopt the gold 
standard, (b) to keep on an independent standard. India could 
not have maintained the gold standard for long. Only a country 
like America with an abnormally large gold reserves could do it. 
Within a few years like the gold bloc countries (e.g., France) 
India would have been forced off the gold. On the other hand, 
it is doubtful if India -would have succeeded in managing an 
independent standard in view of her position as a debtor country 
with large foreign obligations, her export trade exposed to 
various restrictions in other countries and her lack of a proper 
Central Bank. In a period of chaotic currency conditions, there^ 
fore, maintaining the sterling link was perhaps the lesser evil 
especially when a substantial portion of India’s trade was with 
the sterling bloc. 


20. Gold Exports ; Between September 1931, when England 
left the gold standard and January 1940, India exported gold to 
the value of Rs. 351.4 crores. The net imports of gold into India 
from 1910*11 to 1930.31 were Rs. 457*86 crores. Thus in about 
eight years India lost four'fifths of the gold that she had imported 
in 21 years. The Indian opinion urged the Government* when 
the gold exports began, to take measures to scop this outflow^ of 
the precious metal. The Government did nothing of the kind 
and supported their inaction on the following grounds : — 

(i) Gold exports were a normal feature of a country’s trade 
and there was nothing abnormal about it. 


(ii) Gold exports had improved the credit of the Govern' 
ment, enabled it to stabilize exchange by purchase of sterling at 
favourable prices, and made it possible for her to pay off £15 
million of her sterling debt and to reduce their floating d®ht in 
India by creating fresh currency required to pay for the gold. 

(iii) Gold exports (by keeping up the price of gold) had 
stengthened India’s public reserves, the market value of which 
increased by five crores of rupees. 

(iv) By sale of gold the agriculturists were able to live 
on their reserves through difficult times, making huge profits into 
the bargain. 

(v) Gold exports stimulated international trade by enabling 
India to buy more of foreign goods thus increasing the purchasing 


power of her potential customers. 

On the other hand, the critics of 
that, (i) the exports of gold meant 


the Government alleged 
“the Wastage of India s 
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sold resources, the wrcdcasc of the Indiscnous bankins system 
and,a drain on the accumulated savings of generations,^ (iO that 
It had concealed the fact the rupee was overvalued at Is 6d, by 
enabling the Government to maintain the ratio at that point, (W) 
that the loss of gold had made it impossible for India to reach 
her goal of a gold standard, and that it would be difficult to 
make up this loss, (iv) that almost every other country was 
sitting tight on their gold tcsoutccs while India was losing them, 
(v) finally that the exported gold was “distress gold" and people 
were mereW living on their capital, a process which could not 
continue long. 

It was suggested that the Government should purchase this 
gold either themselves or should make the Reserve Dank of India 
to purchase it in order to strengthen Its gold reserves. Some 
suggested on embargo on the exports of gold and others a heavy 
export duty. To the suggestion of n duty on gold export the 
Finance Member pointed out (1936) In the Assembly that the 
butden would ultimately fall on the ogricultutlst seller of gold 
through the fall In its price. As regards the buying of gold in 
unlimited quantity by the Reserve Bank of India on behalf of 
the Oovernment* it was pointed out that it would mean specula- 
tion in gold, as the buying rate would have to be fixed with 
reference to the fluctuating dollar'Stcrling cross-rare. **It is 
true." wrote Dr. Dey, "chat both the U.S.A, and the United 
Kingdom have accumulated large gold reserves at high coses 
during the depression. But all students of recent monetary con* 
ditlons know that it has now (1938) become a grav'c problem for 
these two countries to decide what should be done with these 
costly gold stocks."^ Britain, however, had to disburse her gold 
resources to finance the war. If the Kcscrv'c Bank had taken 
the risk of purchasing gold at that time It would have made 
enormous profits when later the price of that metal had risen 
90 high.* For this reason and others given in the previous 
paragraph we do not agree wUh Dr. Dey when he wrote that “the 
policy that has been actually followed by the Government of 
iand\a with regard to gold has been the wisest under the clrcum* 
ranees of the ease."* 

!• Jjthrr anj B«rl, lodiia Ecenomict. VoL 11, p. 37i. 

2* Economic Pro'^Umi cf Modrm Ia3(i« op. dr. n. 240. 

3. Th« price of to Aufues 1931 «rat Rt 21*|>.3 pet rof<. hj Oecemlxr 
t93t «rai Rt. 29*»*0.br Mcrcit 19^ It wit R«. )$>lV3* bf Septenber 19J7 it wit 
•bovt Rt 37.by Deccd^r t942(cr«*choi R*. pette^i.ln Notcsiber !944 it 
WA, Rt. 6S per rdt.ia 191$ it wtf Rs*e2 per toU. end is (Ocrobe 191!} 
Rt. 114 per toll . 

4 Dry. op, dt. p. 241, 
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21. The Case ‘for Devaluation :From the time the Govern^ 
ment enforced the Is. 6cl'. ratio under the Currency Act, 1927, 
vocal public opinion in India continued pressing for its revision*^ 
In fact the case for revision was very strong indeed until the 
World War II broke out and changed the whole situation. The 
case for devaluation of the rupee, as it was put from time to time 
between 1929'1939, may be summarised as follows ; 

(0 TJie rupee was all along overvalued at the rate of Is. 6d. 
and the Government was able to maintain the rate by drastic, 
deflationary measures : (a) by contracting currency — between- 

> , « . f • • 

1 . When the depression appeared after the autumn of 1929 the agitation . 
for revision of the _fa£io Increased, especially when it was found that the 
Government wgs finding, it difficult to maintain ' the rate at Is- 6d.' on account ' 
of the great fall In the export surplus. ' It was again 'Urged, at the time of the' 
linking of the rupee to sterling at -the old-r’atc, that the case for .revision was 
strong The question was again raised at the .time when. the’. matter of the. 
proposed Reserve Band’s exchange, obligations was being discussed jsy the 
London Committee on the Reserve Bank, then by the joint Select Com'mit^^eJ 
(1933) and again when the Reserve^Bank Bill came" before the Assembly. ' The ’ 
ratio clauses', (40 and.4i) finally embodied in.th^' Act^ave effect to the ..recom-. 
mendation jof -.thej, London Committee that the existing ratio should be, 
preserved, blit that the whole question of the monetary standard suited to. 
Ihdia 'should bu rei'icwed when the international situation had clarified itself ’ 
and become sufficiently stable td make it possible tb frame morfe permanent • 
provisions • This arrangement, however; did not satisfy Indian' opinion. Ifi ! 
August 1935 Mr. Manu Subecjar; (President, Indian Merchants’, Chamber andi 
Bureau,, Bombay) in welcoming Sir Janies Grigg (th^n. Finance Member), 
suggested .to review the ratio with a view to giving relief .to the cultivator. To 
this the' latter replied that he would be 'hio party to any ‘rdonkeying with the ' 
present ratio”, that the change would.not help the agriculturist land might lead ' 
to worsening of his position. ^ ... ^ . 

The controversy fiard up aggin early In " October 1936, when the franc , 
an^ och'er currencies of the gold'dioc were'devaiua’ted.' The Government was ^ 
utged 'to devaluate the 'rupleej’ 'which -wbuld' raise ’.prices of primary products, 
revive export trade and obviate. export of gold. , iThe Government spokestnett • 
argued that deva|u^t;iuu at , that .juncture would constitute, a- jjreach of the,; 
Tripartite Monetary Agreem nt (of 1936) signed by U.K., U.S’.A..,and Prance . 

Mbtiiovfi'r,' they' said th^t the’ sterfing'iink'hbd 'already devaluated the ruficC .by _ 
about' 40 pet eerit.' in' rc:lhtion .to gold. ” Further, that "devaluation might provoke • 
recaliation from coinpetitcar.' countries. r i 

In 1938 again there was agitation for devaluation on ■account of weakening .. 
of exchange in June of that year. The Indian Congress Working Committee , 
took up the question. . The Gpveinment in a ‘communique! issued on June o, 
1938, declared their sati'sfaccioh'With the ex stin^ tatio'. "In September W38 an 
unsuccessful attempt waslm'ade by some Unofficial, members of the-Centriu 
Legi'slarute to secute thfe -appointment of a- committee to report on the wtio ^ 
question'. The balance of trade nnd exchange iknprovcd during he succcedi g ■ 
months and on -December 16, 1938, . the Government issued another press 
communique’ .repeating, their decision to 'maintain.' exchange-. at Is. 0 • • 

before. exchange remained steady on the whole during 19-39 up to 

outbreak of the war, which entirely changed the situation. , , 
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1926*’27 to I930'3I currency was contracted to the extent of 1021 
crorcs of rupees ; (b) by raisin? the lending rate to the Imperial 
Dank of emcrpency currency under the Act of 1923 ; (c) by the 
sale of sterling and depleting the sterling resources of the Reserve 
Dank (Issue Department). The result of this deflationary policy 
was disatrous for Indian agriculture and industry especially the 
former during the Depression years from 1929 onwards. 

(//) That the rupee was overvalued at Is. 6d. was indicated 
by the various symptoms and criteria of overvaluation accepted 
by economic theory and practice* such as (a) the sagging prices, 
(b) industrial stagnation, (c) unfavourable terms of trade, (d) 
alr^ost disappearance of export surplus. 

, (a) Detween 1928 and 1933 Indian prices fell to a larger 
extent (40 per cent ) as compared with Dritish prices (36.4 per 
ccht.), And by 1936 while English prices recovered by \I6.3 per 
cent., Indion prices only recovered by 5.7 per cent. Thus Indian 
prices fell more and rose less during the period. 

(6) industrial stagnation was shown by figures of aggregate 
profits of certain industries. These profits fell from n total of 
Rs. 10.9 crorcs in 1928 to Rs. 2.6 crorcs in 1931 and rose slowly 
only to Rs, 5 crorcs in 1935. 

(e)Tha barter terms of trade ivcrc also unfavourable to India 
during this period. This was shown by the fact that the prices of 
her exports fell to a greater extent than those of her imports. 
Dc^veen 1927-28 and 1933-34 while the index number of export 
prices fell by 46.5 par cent., that of import prices declined only to 
the extent of 34.8 per cent. 

(d) The merchandise export surplus also showed serious 
decline. The net export of prhTitc merchandise (excluding 
Government stores) were as follows during the depression years : 


Year* 


Rf. Crorcs 

Yc«r 

Rt. Crorri 

19}^3I 

M. 

... 61.0 

1935-36 

... 29-8 

1931.J2 

... 

... 34 0 

1936-37 

77-1 

193:-33 

... 

33 

1937-33 

154 

193J.34 


34.4 

1935-39 

... 16*3 

1934-35 


23.4 

1959-43 

47'S 


(Hi) In other countries, especially agricultural countries, the 
sUuttlon was wict by their Governments by depreciating their 
cu^encies. The dcprcchilon of the rupee In terms of gold that 
hid occurred by linking the rupee with the sterling in 1931 was 
ohvioudy not enough as was Indicated by the tests given above. 
India svas at a disadvantage with respect to her competitors the 
\*aiucf of whose currencies had been considerably reduc^. ThU 
was indicated by the following r“ 
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Country 


Belgium 

France 

Greece 

Italy 

Portugal 

Spain 

Japan 

as.A. 
Australia 
New Zealand 


Value of currency in 
1933 as percentage of 
their value in 1913, 
22.6 

31.5 
4.5 

42.0 

4.5 

68.0 

50.0 
900 

75.0 
75.0 


(fv) It was further urged that the real state of affairs was 
being obscured by the export of gold which was enabling the 
Government to maintain the rate at Is. 6d. But gold export 
could not go on indefinitely. “ Gold exports are at best only 
postponing the evil,” wrote Dr.L. C. Jain, “ when they cease, and 
it should not be very long before they cease, a situation of the 
gravest character will arise if things are allowed to drift in the 
mere expectation of international action leading to world 
prosperity.^ 


(v) Some people urged that the issue was .not between the 
Is. 6d. and the Is. 4d. ratio. The issue was much wider. It 
involved wider aspects of policy. The anxiety of the Government 
all along the currency history of India since 1893 had been to 
ensure stability of exchange at one level or the other. It was 
urged that under the modern conditions of national economies 
the emphasis on exchange stability at the expense of the stability 
of economic life within the country is a wrong policy. A policy 
of flexible exchange is preferable, since by this method the 
relationship between costs and prices can be kept in equilibrium 
to ensure profitable working of industry and agriculture. Such an 
exchange ratio is the really natural ratio for a country. England 
sought this natural level by depreciating the sterling in 1931; But 
the natural level of exchange for England is not necessarily the 
natural level for India.^ 

But the Government refused to have any ‘ monkeying ’ with 
the exchange as the Finance Member Sir James Grigg put it. Then 
came the war and the whole outlook changed. 

22. The Reserve Bank as Currency Authority. In the 
meantime from April 1 1935 the control of currency was passed 
from the hands of the Government to the new central bank 


1. ^ L. C. Jain : Monetary Problems of India, p. 15. , 

2. For an excellent exposition of this thesis read article by B, N. Oai^uic 
in Economic Problems of India, pp, 223'324. Also read his ’ Whither upe* • 
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the Reserve Bank of India— to whom were transferred the Paper 
Currency and the Gold Standard Reserves This removed two 
defects of the Indian currency system pointed out by the Hilton 
Younc Commission, viz* duplication of reserves and division of 
responsibility for the control of currency and credit. The 
evolution of the paper currency system will be noted presently 
and the system of credit will be stud led later in this chapter. 
Here something may be said about the role of the Reserve Bank 
in the maintenance of the Sterling Exchange Standard. 

The Reserve Bank was required to maintain the Is. 6d. 
sterling ratio by buying and selling sterling at spcci^cd rates. 
Clause 40 of the Reserve Bank Act required the Bank to sell 
sterling to any person who mode a demand in that behalf at its 
ofBcc in Bombay, Calcutta, tX^lhl, Madras or Rangoon and paid 
the purchase price in legal tender currency, for immediate 
delivery in London at 0 rate not below is. 5*49/64d for a rupee. 
This provision was Intended to prevent the rupee from falling 
below is, 5'49/54d. (this was obtained by deducting from Is. 6d. 
the cost of buying down in London this amount). Clause 41 
made it necessary for the Bank to buy sterling from any person 
who made an offer in that behalf at its ofHcc .n Bombay, Calcutta, 
Delhi, Madras or, Rangoon, for immediate delivery in London at 
a rate not higher than Is. 6'3/16d. for 0 rupee. (This was found 
by adding to b. 6d. the cost of transporting this amount from 
London to Bombay). These two points corresponded to the 
lower and upper specie points under the Gold Standard. 

Thus the Reserve Dank Act Icgaiucd the existing ratio. The 
preamble to the Act, however, incorporated the recommendation 
of the London Committee on the Reserve Bank Lcgisliation.that 
the Question of the monetary standard best suited to India 
should be considered when the inrcmationai monetary situation 
had ^comc su^efcncy c/car to mate it poisibic to frame perma* 
nent measures. When such a contingency arose Clause 55 of the 
Act required the Dank to report its views to the Govcmor'Gcnc' 
rtWn Council as regards the suitable permanent basis for the 
Indian monetary system, and to frame measures for the future 
monetary standard of India. 

23. Sterling Unk Broken : At the end of 1946 India 
became a member of the International Monetary Fund. As a 
omsequence in the Budget Session of 1947 the Reserve Bank 
Act amended. The aroendraent replaced Sections 40 and 4l 
ill explained above) and obliged the Reserve Bank to sell and buy 
forciCT exchange at such rates of exclunge as may from time to 
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time be determined by the Government of India by general or 
special order. Section 179 of the Bank Act was also amended 
p as to enable the Reserve Bank to buy and sell securities issued 
by the Government of any country outside India which was a 
member of the L M. F. The effect of all this was, that whereas 
previously the rate of exchange of the rupee was fixed by law in 
terms of sterling it was now left to the Government of India to 
fix it in terms of foreign currencies subject to such conditions ' as 
were consistent with the obligations under the rules of the I. M. F. 

24. Evolution of the Paper Currency System: — Pre'1914. 
So far we have traced the history of Indian currency system pri- 
marily from the point of view of the establishment and 
maintenance of the standard of value, whether be it silver, gold 
or sterling. We have made only relevant references to the main 
currency units : the rupee coin and the notes which constituted 
the media of payments. The rupeewe have seen was full-value 
coin up to 1893 after which it became a token coin. After that 
date paper note was assuming greater and printed on silver. ' But 
it was no more than a notethe greater importance with the lapse 
of time. There are certain problems connected with the 
management and methods of note issue which deserve our 
attention in greater detail. We shall deal with them historically. 


Notes were practically unknown in India until the begining 
of the 19 th century when the Bank of Bengal was founded in 
1806 and was given the privilege of issuing notes. Later the 
other two presidency banks, the Bank of Bombay (1840) and the 
Bank of Madras (1843) were established and enjoyed the same 
privilege. These were private institutions but the Government 
had subscribed to their shares and had representation on their 
management. Each bank could issue notes up to a fixed 
minimum and had to keep a reserve of 33-1/3 (later 25) per cent, 
in the form of specie. These notes were not legal tender in the 
country and were only popular in the presidency towns. The 
amount of note-issue consequently was very small. 


In 1861 by an. Act (No: XIX of that year) the Government 
assumed the monopoly of note-issue in India. A Paper Currency 
Department was constituted for this purpose. .The country was 
divided into three circles of issue, viz-, Calcutta,- Madras and 
Bombay. The notes issued by each circle were legal tender only 
in that circle. Later, the number of circles was increased ^ seven 
with the addition of four more circles, v/t , Lahore Karachi, 
Cawnpore and Rangoon. Notes were issued of the denomma- 
tions of Rs. 10, Rs, 50 , Rs. 100, Rs. 500 , Rs. 1,000, Rs.- 10,000. 



CURRBNCY AMD EXCHANGE 


499 


The currency principle of notc'iisue as embodied in the 
British Charter Act of 1844 was followed. The fiduciary t>ortion 
of the Paper Currency Reserve was fixed at Rs. 4 crorcs. Over 
and above this limit metallic reserve (silver coin and bullion) 
of equal value had to be kept. 

The above arrancement was excellent from the point of 
view of the security of the issue, but it was neither convenient 
nor did it secure elasticity for the Paper Currency. The incon' 
vcnicncc was caused on account of the narrow area over 
which the not? was Icgnl tender and convertible. This defect 
was removed when ^fadually the notes of one denomination 
after another were universalized. The five-rupee note (issued 
in 1891) was universalized in 1903, Rs 10 and Rs. 50 notes In 
1910, Rs. 100 note In 1911 and Rs. 500 and 1,(X>0 subsequently in 
1931-32. 

Elasticity of a currency implies its capacity to expand and 
contract according to the demands of trade* The Indian system 
xvas inelastic because beyond the fiduciary limit of Rs. 4 crorcs 
paper currency could be expanded only against metallic reserve 
of equal value. Some elasticity was obtained* however* durjne 
the period under consideration (/) by raising the fiduciary limit 
from time to time by legislation until It stood at Rs. 14 crorcs 
In 1914 ; (//) by closing in 189) the mints against the free 
coinage uf rupees thus making the rupee a token coin. This 
required less silver to be kept In the reserve than previously 
(a tcn-rupcc note could be issued by keeping silver worth Rs, 6 
only). But this was not enough. 

The paper currency reserve originally consisted of silver 
coin and bullion as regards the metallic portion, and the 
Government of India rupee securities as regards the fiduciary 
portion. In 1893 the Gold Note Act was passed which autho- 
rized the Government to hold ar.y part of the metallic portion 
of the rcscr\’e in the form of gold coin. An Act in 1900 
authorised the holding of a pare of this gold in London. An 
Act of 1905 allowed the Government to hold it either in India 
or in London, in gold coin or bullion, in silver coin or bullion, 
provided all coined rupcci were kept in India. As regards the 
hduciary portion an Act of l905 authorized that up to two 
crorcs of rupees it may be kept In sterling securities. 

As the fiduciary portion was only raised Infrequently, with 
the expansion of circuUnon, the metallic reserve Increased and 
formed sometimes as much as S‘')to 85 per cent of the rouL 
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This WRS encouraged because the liquid portion of the reserve 
begp to be used to support exchange. At the end of the 
period under discussion', therefore, three criticisms were com- 
monly made against the paper currency reserve : 

(a) that it had unduly large metallic portion : 

(b) that fiduciary portion could not be increased without 
legislation : and 

(c) that a part of it was invested in sterling securities in 
London, instead of being kept in India. 

The first two characteristics made the system inelastic. In 
justification of keeping a part of the reserve in London it was 
said that it helped in maintaining exchange and saved any losses 
arising out of its depreciation in the case of a crisis in India. 

Other defects of the system at that time were 

(i) the function of note issue and that of banking were in 
the hands of different authorities. 

(ii) The Government had no banker. The balances of the 
Government were kept in their own treasuries under what was 
called the “ Reserve Treasury System This locked up funds 
and led to financial stringency in the busy season. 

(Hi) The internal currency was inelastic. The only way it 
could be expanded in the busy season was by the purchase of 
Council Bills or import of sovereigns. 

Elasticity in other countries is usually obtained by the use 
of deposits and cheques and by the issue of paper currency 
against commercial bills of exchange during the busy season, 
etc. The habit of banking was not much developed in India 
and there was scarcity of bills on account of the trade being 
usually financed by the method of cash credit instead of bills. 
Moreover, Government funds in other ucontries are placed with 
a central bank and are thus available to meet demands of trade. 
In India there was no such bank. 


I. Between 1863 and 1876 Government balances at headquarters were . 
kept with the Presidency Banks. But since Government experienced diffa- 
cuuies in getting their funds back, they established in 1876 their own treasuries 
called the Reserve Treasuries at Bombay, Calcutta and Madras Henceforth 
only small amounts were kept for day-to-day requirements in district and. 
tiluka treasuries. Since the heavy revenue payments synchronized with the 
active business season, funds were locked in the treasuries at the very time 
when the money market required them. The system was abolished in 1921 
when the Government balances were passed on to the Imperial Bank estab- 
lished that year. 
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25. Indian Paper Currency and the War, 1914-1919,'— 
Durinc this period two expert bodies — the Chamberlain Com- 
mission and the Babincton Smith Committee — Investigated the 
Indian currency system and made recommendations, among 
others, for the improvement of the paper currency system. 
Between these two investigations the Indian system was affected 
by the Great War of l9H*18. 

The Chamberlain Commission with a view to introducing 
further measures of elasticity recommended that the fiduciary 
portion of the reserve should be increased from Rs. 14 crorcs to 
Rs. 20 crorcs. After this it should be fixed at a figure obtained 
as follows 

Notes held in Reserve Treasuries plus 1/3 of the net 
circulation (Gross clrculatiot\ — notes held in Reserve Treasuries). 

Other recommendations of this Commission with respect 
to paper currency were . — 

(0 Government should talc power to make temporary 
investments in India and in London from the fiduciary portion 
of the Reserve as an alternative to Investment in permanent 
securities. In India loans should be made to Presidency Banks 
and In London the Secretary of State should be empowered to 
lend the proceeds rcalhcd from the sale of Council Drafts sold 
against currency reserve in the busy season, provided the total 
cash portion of the Reserve should not fall below 2/3 of the net 
circulation. (//) The use of notes should be cncourMgcd by all 
legitimate means. (///) Facilities for encashment of notes should 
be extended ; and (/v) the Rs. 5(X) notes should be universalized. 

The idea of the Commission was to make the note-issue 
both clastic and popular. Temporary lending in India would 
enable the Government to Increase currency during the busy 
season and earn interest on It. In England it would enable the 
Secfcrtry of 5«fc fo sell Cauncll Drafes aptlnsc cite paper 
currency reserve In anticipation of silver purchases or any other 
purpose without the loss of Interest. 

The outbreak of the war, however, prevented any action 
being taken on these recommcnditions at least for the time 
being. 

The war, during its first >car, put the paper currency 
system under a great strain. There was a rush for conversion 
of notes Into gold. In five days from the Ist to the 4th of 
August the ^vemment give out worth of gold bur 

then refused to Issue any more gold to the public. Rs- lOtfrorei 
worth of notes were returned during the Jst 'r of the 
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v^^nr. Confidence was, however, quickly restored and from 
1915 onwards there was great demand for paper currency. Be' 
mise of the scarcity^ of the precious metals notes had to be 
issued against securities and the fiduciary limit was raised from 
Rs, 20 crores in 1914 to Rs. 120 crores in 1919. Consequently 
the proportion of the metal in the reserve fell from 78*9 per 
cent, in 1914 to 35 per cent, in 1919. New notes^ of Re. 1 and 
Rs. denominations were issued to meet the scarcity of rupee 
coins. Extralegal facilities for conversion were discontinued. 
Demand for coins was also met by the purchase of 200 million 
02 S. of silver from America. As the rale of interest increased 
the value of the securities in the Paper Currency Reserve 
declined. In order to replace them by more suitable securities, 
it was decided to create a Paper Currency Depreciation Fund 
out of the interest received on paper currency investments. 

When the war ended, the Babington Smith Committee of 
1919 examined the Indian currency system. The Committee 
aimed at imparting elasticity to the rupee currency and was also 
anxious to sec that the notc'issue was backed by adequate 
metallic reserve. To these ends the Committee recommended : 
(0 The metallic portion of the reserve should be at least 40 per 
cent of the gross circulation, and the gold in the reserve' should 
be revalued at 2s to a rupee (instead of 16d. as before the war). 
(ii) The fiduciary 1 mit should continue to be Rs. 120 croresi 
of which not more than Rs. 20 crores should be securities of the 
Government of India. (/r'O Over and above the normal fidu' 
ciary issue, provision should be made for the issue of additional 
.currency in the busy season up to Rs. 5 crores, in the form of 
loans to the Presidency Banks on the security of Export , Bills, 
(tv) The silver and gold in the Paper Currency Reserve should 
be held in India except the amount required for the purchase of 
. silver in London, (v) War-time restrictions on encashment of 
notes should be removed as soon as circumstances permit ; and 
the Government should have the option of redeeming their 
notes in full legal tender gold or silver coins. 

26. Paper Currency from 1919 to 1934. — This period 
saw the emergence of the Imperial Bank by the amalgamation of 
the three Presidency Banks (1921; which took up some of the 
functions of the Central Bank, and the proposal by the Hilton 
Young. Commission for the establishment of the Reserve Bank 
as the note'issuing authority and legislation regarding the 
constitution of the Paper Currency Reserve. 


• J, These nptes were pancelled in January, 192<7. 
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In September! 1919, a temporary amendment had been made 
of the Paper Currency Act, according to which Ri. lOO crorcs out 
of the fiduciary portion of the Paper Currency Reserve were to 
be held In London In British Treasury Bills. In March, 1920 a 
temporary Act was passed for six months which allowed the 
fiduciary limit to remain at Rs. 120 crorcs as before but 
abolished the restrictions on the location of the investments and 
their sterling or rupee character. In October, 1920 the Indian 
Paper Currency Act was passed replacing the temporary Act of 
March, 1920. This Act was subsequently replaced by a con- 
solidating Act in 1923, which, in Its turn, was amended in 1923 
and 1925. 

The final provisions of this legislation were ns follows: — ■* 

(a) Permanent Provisions. 

(0 The metallic portion of the Paper Currency Reserve 
was to be not less than 50 per cent, of the whole. 

(II) The Government of India securities In the Reserve 
were to be Rs. 20 crores in amount, and of these the created 
(ad hoc) securities were not to exceed Rs. 12 crorcs. 

(III) The GavcfnorGcnctaHn'CouncIl was empowered by 
the orieinal Act to Issue currency notes up to Rs. 5 crorcs against 
inland bills of exchange maturing within 90 days. This 
additional issue of currency could be made on payment to the 
Government by the Imperial Bank of India interest at a rate not 
lower than 8 per cent. The extra notC'lssuc was raised from 
Rs. 5 crorcs to Rs 12 crorcs by the amendment of 1923 ; and in 
1924 it w'as laid down that of these Rs. 4 crorcs were to be 
issued when the Imperial Bank rate rose to 6 per cent, and the 
remaining 8 crorcs when it rose to 8 per cent, 

(M rraniltory Provisions. 

Owing to the difficulty caused by reducing the Reserve on 
the basis of Rs. 10 to the sovereign instead of Rs, 15, certain 
transitory provisions became necessary, pending the final 
attainment of the permanent provisions. This revaluation 
made the metallic Mriion less than 50 per cent. It U‘as, 
therefore, provided tnat the fiduciary portion be fixed at Rs. 85 
crores (raised to Rs 100 crores In 1925) for the time being. It 
was also provided that the Government should be authorised to 
create securities of their own (ad hoc securities) and Issue them 
to the Controller of Currency to fill In the gap caused by 
revaluation of the gold. Such securities were to be gradually 
reduced to Rs. 12 crores, the amount pcrraisiiblc under the 
permanent provisions. 
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followed closely the recommendations ol 
the bmith Committee except that the metallic portion of the 
reserve was fed nt 50 per cent, instead of 40 per cent, as 
recommended by the Committee. 


T^he Hilton ^ounj? Commission of 1926 recommended the 
establishment of a Reserve Bank to which the sole right of 
note'issue was to be transferred. The Government notes were 
to cease to be legal tender except at Government Treasuries, 
while the notes of the Bank were to be full legal tender and 
guaranteed by the Government. Legal obligations to convert 
paper currency into silver coin were to be withdrawn. The 
Paper Currency and Gold Standard Reserves were to be 
amalgamated and the Proportional Reserve Principle of 
note-issue was to be followed. The proportion of the silver in 
the reserve was to be reduced during the next ten years. 

The establishment of the Reserve Bank was delayed until 
1935, but a Currency Act was passed in 1927 (Act IV of that 
year). On April 1, when this Act became effective the sterling 
securities held in the Paper Currency Reserve were revalued at 
Rs. 13l to the sovereign as provided by the Act. This 
resulted in an increase in value of the securities amounting to 
Rs. 930 lakhs. To this amount the Indian Treasury Bills were 
cancelled. The permanent provisions of the Act of 1923, 
however, never became effective because of the difficulties of 
replacing rupee securities on account of unsatisfactory financial 
position which diverted to revenue the resources^ from which 
such securities had to be purchased. 

27. The Reserve Bank as the Issuing Authority. — 
The Reserve Bank Act which was passed in 1934, gave the sole 
right of note'issue to the Reserve Bank of India which started 
its operations from the 1st of April, 1935. The note-issue func- 
tion of the Bank were to be performed by its Issue Department. 


The Gold Standard and the Paper Currency Reserve were 
amalgamated and the entire gold stock was transferred to the 
Bank, which the Bank kept in its Issue Department. 


1. These sources were to be as follows : — 

(a) Interest derived from securities in the Paper Currency Reserve, 

(bj Profits on the fresh coinage of rupees. 

(c) Interest on the Gold Standard Reserve when it exceeded £40 
ihillion which it did on September 30, 1921. 

(d) Interest on commercial bills of ej;change deposited with Controller 

of Currency, 
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Tlic ajscti of the Issue Department were to toconslst of 
cold coini gold bullioni stcrUng securlticsi rupee coins and niDcc 
'ccuntics Of the total assets not lc<s than 40 per cent, had 
under the law to consist of gold coin, gold bullion or sterling 
securities, provided that the amount of gold coin and gold 
bullion was not nt anv time less than Rs 40 crorcs in value. 
With the previous sanction of the Ceninl Government, how' 
ever, the Dank could hold gold coin, gold bullion or sterling 
securities of less than 40 per cent Of the assets for 
limited periods provided that It paid a specified nx on 
the deficiency. In actual practice, howc\ er, the bank has so far 
maintained a much higher percentage of gold and sterling sccurb 
tics against its total liabilities in the Issue Department , The 
sterling assets which the Bank could hold In the Issue Depart- 
ment were limited to (u) balance* l^cld with the Back of 
England, (6) bills of exchange bearing tv'o or more good signa- 
tures and drawn on and payable at any place in the United 
Kingdom and having a maturity not exceeding 90 days, and (c) 
Government securities of the United Kingdom maturing within 
fiNc years 

The Reset' c Dank issued its own notes for the I«t time In 
january> 1938, when notes of the denominations of Rs Sand 
Rs. 10 were issued Larcr in the year notes of the denomina- 
tions of Rs IW Ri 1,000 and Rs lOCXX) were also issued In 
the same year the Dank also issued notes for Burma for which 
territory it also performed Central Banking functions under 
agreement 

For the c^cient management of note-issue the country 
flncludlng Burma) was di' ided into seven circles of issue each to 
be scr'cd by a branch of the Issue Department These branches 
were located at Calcutta, Cawnpore, Lahore, Bombay, Karachi, 
Madras, Rangoon 

To provide currency for the transactions of the 
Government and reasonable remittance facilities to the public 
the Imuc Department maintained currency chests containing 
notes and rupee coins at all Important places in British India and 
Burma 

27, Expansion and Contraction of Currency. — Under 
the Reserve Dank Act the Assets of the Issue Department as we 
hav e ae en arc kept in the form — 

(/) rupee coin including rupee notes , 

(//) told coin and bullion , 
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(f/f) rupee securitiesj including treasury bills ; and 
(fv) sterling securities. 

Expansion of currency can be effected by increasing any of 
these forms of assets and issuing notes of equal value from the 
Issue Department. Contraction of currency is similarly effected 
by withdrawing notes from circulation and reducing any of the 
assets. Ordinarily in the case of expansion the Bank increases 
the assets of the Issue Department by transferring rupee or 
sterling securities or both from the Banking to the Issue Depart- 
ment or by creation of ad hoc treasury bills ; and in the case of 
contraction, reduces the assets by transferring securities, rupee 
or sterling or both from the Issue to the Banking Department, 
or . by cancellation of ad hoc treasury bills held in the Issue 
Department,”^ 

An enormous expansion of note circulation took place 
during the war. These notes were issued against sterling 
securities accumulated due to the circumstances arising out of 
the war. The total notes in circulation when the 'war broke out 
on the 1st of September, 1939 were Rs. 182 crores. On the 3rd 
of August, 1945 the figure stood at Rs. 1,133 crores, an increase 
of about Rs. 951 crores. The increase in sterling securities 
during the same period was to the value of Rs. 975 crores. 

We proceed now to discuss the effects of the World War II 
on the Indian Currency and Exchange system. 

28. World W^ar II and Indian Currency System.s The 
main war factors that had relevance from the point of view of 
Indian currency and exchange were; O’) The necessity of pre' 
venting the exports of capital and war’ materials by private indi' 
viduals and non-essential imports for civilian use. The need of 
commandeering foreign purchasing power in the interests of 
War necessitated restrictions on foreign trade and exchange, 
(it) The general shaking of confidence in response to unsatis' 
factory war developments or internal political agitation, led to 
speculative buying, hoarding of goods and coins and rush to 
deposit withdrawals and conversion of notes into cojns. (///) The 
expanding theatres of war and shipping difficulties and State 
restrictions resulted in contraction of private foreign trade, 
(iv) Purchases on behalf of His Majesty’s Government and the 
Allies for outside war theatres led to increased export surplus for 
India, increased sterling balances in London and increased cur 
rency expansion in this country, (v) Stimulation of productive 


1. Functions and Working of the Reserve Bank of India pp. 58-59, 
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activity for war purposes led to increased Incomes of certain 
classes bur it also led to scarcity of civilian goods at a time when 
foreign imports could not fill the gap. This along with currency 
expansion led to soarin* prices. Price control measures with 
respect to necessities of life became imperative, (vl) The ex- 
panding budget of the Government led to higher taxation and 
increased borrowingi. These had their repercussions on pro- 
duction! currency and exchange. 

29. Exchange Rate We have seen in a previous section 
that during the decade before the outbreak of the war the 
Government found it dlfficutc to maintain the rupee sterling 
rate at Is. 6d. It xvas accomplished partly by contraction of cur 
rcncy and partly on account of the export of gold after 1931. 
The chief cause of the difilculcy was the serious failing off in 
the export surplus during the period of acute agricultural dc- 
preslion. With the outbreak of the war the export surplus re- 
vived on account of considerable export of War materials from 
India purchased on behnif of His Maicsty^s Government. Indian 
exports of merchandise to foreign countries (mainly the United 
Kingdom and the British Empire) Increosed from R«. 163 crores 
in 1933*39 to Ri. 203 crores In 1939-40, an increase of about 
Rs. 40 crores during the first war year. The imports on the 
other hand were kept down by means of Import restrictions 
from May 1940 onwards. The favourable balance of trade In 
merchandise was only Rs \13 crores for the pre-war year 
1938*39 and R*. 48,8 crores for 1939-40, Rs. 43’9 crores for 
1940-41,115.79.9 crores for 1941’42 and Rs. 8461 crores for 
1942‘43,Rs. 9u.9 crores for 1943^4 and 26.1 crores for 1944-45. 
The Reserve Bank was consequently able to buy^ sterling in 


I. Below ire given ttrrllns rurduiet by the Reterve Oink ilong with the 
tnnual tvente rate it which pur^tiea wetc 
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2. ?rrdi1 r»tc*ent ttreesnenta were entered Inro by the B«nV of Enj. 
i»ni In M»t 1941 with tSe loUowfnf cwoitlei : Com Rlc*. CtAa. D^t mean 
RepuMc. £eu,4?T. OomcB*li, Ha'n, Hordans, ^»cncQ. Klciraraa. Padist 
errtuilns CtBtl Zone. SiJrai^ and Veoenaelt. 



508 


ECONOMICS OF PAKISTAN 


large amounts and there was no “ difficulty in maintaining the 
rate at the statutory level of Is. 6d. Some trouble, however, 
was felt in March 1941, when owing to continued difficulty of 
securing shipping space there was a scarcity of export bills and 
the exchange weakened, but the Reserve Bank was able to meet 
the situation by offering to sell Reverse Council Bills at 
Is. 5'31/32d. 

While the rupee remained, on the whole, firm in relation 
to sterling, it- depreciated in relation to the dollar, yen and the 
continental currencies following the slump in the pound. With 
the pegging of sterling to the dollar at £=$ 4.02 the rupee'dollar 
exchange became steady (at about 332 per 100 dollars). 

30. Exchange Control • Following Great Britain, the 
Government of India also undertook to control exchange. 
Under the Defence of India Ordinance of 1939 (Part XIV) the 
Government was authorized (/) to impose restrictions on pur^ 
chase of foreign exchange; (//) to acquire foreign exchange; 
(in) to impose restrictions on purchases and export of securi- 
ties and (iv) to acquire foreign securities. Accordingly the 
Government required that all foreign exchange transactions 
should be put through authorized dealers controlled by the 
Reserve Bank through its newly created Exchange Control De- 
partment. 

For purposes of e xchange control, the Empire was regard- 
ed as a single currency unit and was called rhe sterling area. 
No restrictions were put on the free transfer of funds within 
this area The purchase and sale of currencies outside the 
sterling area were subject to rigid control. The sterling area 
originally included all Empire countries except Canada, New- 
foundland, Hong Kong and also (then Mandated territories) 
Egypt and Iraq. As a result of war developments the Belgian 
Congo, Iceland, the Faroe Islands and the Free French Territo- 
ries were added to this area. In addition through special 
agreements, payments between certain foreign countries and 
the sterling area were permitted only in sterling and transfers 
between the accounts of these countries and other non- Empire 
countries were prohibited . , 

No remittances were allowed to any country outside the 
sterling area unless the remitter filled an application f°^^ 
ing the purpose for which the remittance was required. Re- 
mittance might be required for (i) payment for irn ports ; this 
was allowed provided the applicant produced custom entry 
forms as evidence that the goods had been imported into 
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In^ia , Petty private remittances , (///) Travelllnc expenses , 
these ivcrc allowed up to a certain limit only , (fv) Other trade 
purposes (freight, profit, royalties), for these applicants had to 
submit certifcatcs from Chartered Accountants or other suit- 
able evidence of their being bona fide payments , and (v) Capi- 
tal remittance, thc«cucrc only permitted in exceptional cir- 
cumstances and had to be referred to the Reserve Bank of 
India The obicet of these rcculations "as to ensure that 
foreign exchange was only sold for the fin*ini.c of trade and for 
a few other oppro\cd purposes Thc^ were designed to pre- 
\fnt any flight of capjtnl and to make «pcculative operations in 
exchange impossible 

At first banks were given considerable htitudc in the sale 
of foreign exchange. But as the war advanced their privileges 
had to be curtailed SubsequentU they could not sell exchange, 
without prior reference to the Rcsen c Bank for making pa>- 
ments for licensed imports and a few private remittances A 
rigid control on Imports was instlcured No Imports were allow- 
ed from outside the sterling area withpuc a licence Tliese 
licenses were issued by the Chief Controller of Imports and 
the Import Trade Controllers working under the Commerce 
Department of the Government of India The bulk of the 
exports from India to countries outside the sterling bloc was 
financed under bank credits For goods svhich were supplied 
by the United Stares under Icasc-Icnd no transactions in foreign 
exchange took place Importers in India merely pfd the Gov* 
ernment of India direct in rupees after the goods had arrived 

The deterioration in the shippirig situation after the entry 
of Japan into the war made the supply of shipping space an 
imrortant factor In the issue of licences under the import con- 
trol system which tiad so far been based on availabiltt) of foreign 
exchange and the supply of particular cuttcncics 

5^ Exp<3rt* C^aircl Scheme WfCh the Wopmenf of" 
control it Was found ncccsjar> to InsMtutw- control of the pro- 
ceeds of exports from India to countries outside the !»criinz 
area. The Reterve Dank, therefore, instituted an Export C^n 
tro! Scheme, w hie i was at 6rst raemt for jute and rubber cx- 
p'lrtcd to the United Stares, Bvigium Holland and Swirrerland 
onl\ but was subsequemlv extended to include all commodities 
shipped from India to ncitl) all the countries in the world ex- 
cept those occupied b> the enemy, and fhos- adjacent to India 


I RfpCT- ef ftrtril Coi-i of Dlree-oti Rc»err^ InJ • (at tSf 
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where the absence of banking facilities did not permit trade to 
be financed through the medium of banks. The objects of the 
export control scheme were to ensure, firstly, that the foreign 
exchange proceeds of exports were returned to India and not 
retained abroad, and secondly, that exports were financed in e'er' 
tain specified way so that the maximum exchange value was ob- 
tained. This system was worked through the customs and the 
banks by means of forms which the shipper had to complete 
stating the value of his shipment and his method of finance. 
One copy of this form was handed to the Customs who did not 
permit shipments to countries covered by the order without its 
production. The form was then forwarded to the Reserve Bank. 
The other copies of the form the shipper deliverd to his ban- 
kers at the time of negotiation of his bills covering the export. 
These were also submitted to the Reserve Bank, which checked 
up the forms with the original received from the Customs. All 
shipments could thus be accounted for. 

The balances occurring to Indians (and other citizens of 
the Empire countries) in the United States had to be handed 
over to the British Government and constituted the “ Empire 
Dollar Pool,” to be utilized for purposes of war. 

32 Bullion, Securities and Foreign Currency Notes : In 
addition to ordinary commodities, control was also exercised 
over the export and import of bullion, securities and currency 
notes. Export of gold could only be made under licence. 
Exports to the United Kingdom were only permitted provided 
the gold was consigned to authorized brokers in London. 
Licences for exports to U. S. A. were granted only provided the 
authorized dealers gave an undertaking that the dollar proceeds 
would be surrendered to the Reserve Bank of India. Imports of 
gold were licensed, but were freely permitted provided they did 
not involve the expenditure of any important currency especially 
dollars. 

As regards securities, these could not be acquired 
person not resident in India, nor could they be exported witn- 
out the permission of the Reserve Bank. For export of foreig^n 
securities licence was required which was only allowed it the 
foreign exchange proceeds were surrendered to the foreign 
agents of a bank in India. 

Restrictions were also placed on the taking of jewellery 
and cash out of India. A specified minimum could be taken 
out without licence, but beyond that a licence had to be a 
from the Exchange Control Department of the Reserve dank. 
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Currency notes could not be imported from countries 
occupied by the enemy. This was to prevent the enemy dls' 
poslnc of their large holdings of notes captured in fnvaded 
countries Severe restrictions were put on the purchase of 
Bank of England notes by India after the German occupation of 
most of Europe. When Japan occupied Burma similar rcstric' 
tions were put on Burma notes. Provision, however, vwas 
made to encash notes in possession at bona fide evacuees from 
the occupied areas. 

Exchange control was exercised on similar lines by all the 
Empire countries and there was complete collaboration in the 
working of these systems among the various tnemberof the 
Empire.^ 

33. Effects on currency. — The main effects of the war 
on the internal media of exchange were : Rush for conver- 
sion of notes and consequent, rationing of rupees. Sacrclty 
of coins leading to issue of -one rupee and later two>rupee 
notes to economise silver and to prevent hoarding. The 
Government also issued new cighranna pieces and later 
new rupee coins of smaller silver content* To reduce hoards 
and to prevent counterfeiting the Government withdrew 
Queen Victoria rupees and later Edward VII, George V and 
George VI standard rupees and finally the circulating media 
expanded enormously especially after 1941 causing inflation. 

Previous to June 1940, the demand for conversion of notes 
into rupees was only sporadic, amounting on the average to less 
than a crorc of rupees per week. With the collapse of France, 
during that month, this average increased to Rs. 4 crorcs per 
week. The demand for rupees olso increased on account of 
increasing srmamcne expenditure of the Government, and the 
greater business activity brought about by the war. But most of 
this demand was for hoarding purposes. The stock of rupees in 
the Issue Department of the Reserve Bank decreased fropi 
Rs. 75.47 crorcs at the beginning of the war to only Rs. 32 crorcs 
by the 5ih of Jul>, 1940. At first the Government allowed 
w ithdrawali fnecly. But It became impossible for the mints to 
supply rupees at the rate required by the hoarders. On 25th June 
1940, therefore, by a notification the Government made It an 
offenre to acquire coins in excess of personal or business re* 
quircnent*. As the machinery necessary for scrutiny could not 
be improvised at a short notice the rupee coin acquired a pre- 
nium over the note and there was an acute shortage of rupee 


(I) For Jcttilt Fdsoiooi tai of (Se R^rre Oiak of lad.< 

In t rse»rr»^ Ctak Pu'-Latleo. 
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coins and small change. These difficulties, however, were soon 
overcome by the Reserve Bank and arrangements for the supply 
of reasonable amounts of small coins and rupees were made. 

34. Issue of new Coins : — To meet the scarcity of rupees, 
which had created difficulties in making small' payments, the 
Government authorired the issue of their own one-rupee notes 
by an Ordinance (No, IV of 1940) on 24th June, 1940. The 
status of these notes was exactly the same as of the rupee coins 
and they were not convertible into rupees unlike similar notes 
issued during the previous war. The Reserve-Bank paid themin 
exchange of its bank notes to satisfy the demand for rupees. 
As the new notes could not be manufactured immediately onc' 
rupee notes which had been printed in 1935 for an emergency 
which did not arise, were put into circulation. Later (in July 
1941) new notes of a different site and design were printed and 
issued to the public under the signature of the Secretary to the 
Government of India, Finance Department. Subsequently 
in February 1943, two-rupee notes of the Reserve Bank were 
issued under Sectian 24 of the Reserve Bank Act. 

To meet the growing demand for four-anna and cighr-annn 
pieces the Government issued new half-rupee coins under 
Ordinance No. VT of 1940. To prevent the hoarding of these 
coins and to economise silver, the silver content of these coins 
\\*as reduced from 11/12 to i fine though their weight ana 
appearance w.as kept the same as the old coins. In December of 
tPe same year new rupee coins of reduced fineness similar to the 
elght-anna pieces were issued. They contained 90 grs. of pure 
silver and 90 grains of base metal and possessed a security edge 
device, which was regarded as a complete safeguard against ^oim- 
terfeiting. To meet the increasing demand for coinage the 
Government decided to construct a new mint at Calcutm with 
a double minting capacity as compared with the old mint. 

35. Withdravs-al of Standard Coins t The withdrawal of 

Victoria rupees and half-rupees was under consideration even 
.before the war. They were unpopular because many counterfeits 
were in existence, which could not be detected on account of tnc 
worn-out character of such coins. Now there was an 
advantage of withdrawing them from rhe hoards. Consequcnn^i 
an Ordinance was promulgated on the 11th of October I- 
which amended the Indian Coinage Act. By a^ notincatto 
under the amended Act it was declared that Victoria ruptCb am 
half-rupees would no longer be legal render after oi, - > 

but that they would continue to he accepted until ^eptem .- 

30, 1941,* at all (Bovernment Treasuries and Post Ofnees, a 

thereafter, until further notice, only at the offices ot tnc 
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Department of the Reserve Bank at Bombay and Calcutta. By a 
notification dated the 9th of November 1941 King Edward VII 
rupees and half-rupees ceased to be legal tender after 31st May 
1942. They continued to be accepted till the 30th September 
1942 at Government Treasurlcsand Post Offices, etc., and there- 
after, until further notice, they weic acceptable only at the offices 
of the I'suc Department of the Reserve Bank, Bombay, Calcutta 
and Madras. Further by a notification of Ist October 1941 King 
George V and King George VI standard silver rupees and half- 
rupees n/12th fine ceased to be legal tender from 31st May 1943. 
They were to continue to be occepted till the 3l8t October, 1943 
at Government Treasuries, etc., and thereafter, until further 
nonce, at the above-mentioned offices of the Reserve Bank. 
This was the culmination of the policy of the Government 
progressively to replace the standard silver coin ll/12th fine by 
the King George VI quarternary coin of i fineness. “ The 
malnrcnan^e of such a high silver content as eleven-twelfths, 
had, besides being expensive, exposed the rupee to unduly 
speculative Influences ; and with the Indian price of silver nearly 
equal to the metallic content of the standard silver rupee, the 
Government saw no reason why hoarders of standard silver coin 
should be given an indefinite option cither torcturn it at its full 
nominal value or to mete and sell it as bullion. 

36. War-Time Absorption of Currency : The most impor 
tant feature of the currency situation brought about by the war 
however, was the great increase that rook place In the media of 
circulation, especially currency notes. On the Ist of September, 
1939, there were Rs. 182.13 crorcs worth of currency notes (issued 
by the Reserve Dank) in active circulation’ In India* On the 
l9th of October 194i, this figure stood at Rs. 1159.55 corres. This 
means an increase of Rs. 977 72 crorcs or over 536 per cent. 

The following table gives the war-time absorption* of 
currency including notes, rupees and small coins up to the end 
of the financial year 1944-45— 


(in crorcs 

of rupees) 




TfrioJ 


Notet 

Rupeei 

Sniili 

Colni 

Total 

Sept 1939 to Mttdi 1940 


59.6 

19.5 

26 

81.8 

April 1940 to March 1941 
- 1941 - 1942 


19 I 

3U 

42 

56 6 


152.4 

7.1 

50 

164A 

•* 1942 - I94J 


26 .S 

449 

11.6 

3SI4 

" 1943 “ 1944 

— 

2JS.9 

256 

J»4 

2525 

" 1944 - 1945 


2Ci4 

2I.CO 

197 

2510 

Total 


9)4J 

1+OJ 

613 

1133.2 


1. CinV* Report on CurTCQcyanJ FintcceCl9tM)). p. 67. 

2. Acnec Orcutiuoa * roti) note* lirucd dnui ootri heU In the 
Ctnitot Pepertnent. 

J, Ataewnt gaioj out Into eetire drfu!<tk>-» cdtvu* ttaocot 

tecumedio tS* PinV^ wMch tsetot net sdi.uoa toectlrr drrahnoa. 
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Thiis in sixty seven months of the war the currency in 
circulation increased by Rs. 1136 crores. Of this increase 82 per 
cent, ■vt^s' due to the increase in the note-issue. As regard the 
rate of absorption of notes the record year was 1942-43. when the 
per'centage of absorption was 69 as compared with 66 during the 
year' 1941-42. The year 1943-44 showed a decrease to 37 per cent., 
arid’ the year 1944-45 a further decrease to 23 per cent. 

37. The Rise in Prices : Side by side with this expansion 
of currency there was an enormous rise in the general price 
Ifevel, as shown by the table given below : 

Il^DEX NUMBER OF WHOLESALE PRICES IN INDIA 
(Week ending l9th August, 1939 = 100) 



Agricultural 

Raw 

Manufac- 

General 

Years 

commodities 

materials 

tures 

index 

1939-40 

127 

119 

131 

126 

1940-41 

109 

121 

120 

115 

1941-42 

124 

147 

154 

137 

1942-43 

156 

166 

190 

171 

1943-44 

269 

185 

252 

237 

1944-45 

... 265 

206 

258 

244 


In the case of certain individual commodities, no doubt the 
rise of price may be attributed to scarcity of supply or to specula- 
tive influences. For instance, the acute shortage of foodstuffs and 
the rise in food prices could be partially due to cessation of 
imports of rice from Burma and exports of certain foodstuffs 
combined with hoarding and transport difficulties in the country. 
But the large general increase in prices could not be easily explain- 
ed on that account. There was a close relation of this rjse in prices 
arid expansion of currency. The following quarterly indices 
indicate this' close association : 

JULY 1939 = 100 

(All Figures Refer to the First Quarter of Each Year) 

19*10 1942- 1943 19t4 1945 

Notes in circulation ... 132 204 356 505 613 

Wholesale prices ... 125 154 258 299 301 

Demand deposits ... 105 167 273 390 455 

There is, hoWeyer, alWays a time lag between the issue of 
notes and the rise in price unless greater speculative influences are 
at work. The increase in prices was less than the increase in the 
notes in circulation. But this could prove a source^ of danger. 
This meant that a large proportion of the country s monetary 
resources were lying idle in the form' of increased balances with 
the banks as shown by the increase in demand deposits, because 
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people could not find suitable channels of investment. With the 
ippaarance of new channels of investment these balance could 
lead to a further rise in prices. 

38. Accumulation of Sterling Assets : We have seen in a 
previous section that before the Reserve Bank can expand its 
note issue the assets of the Bank In the Issue Department must 
incrcaie. In faat, such an increase in the assets did take place as 
is shown by the following fifiurcs showing the changes in the 
assets of the Issue Department under the various heads : 

Decrease (— ) or Increase (+) over the figures of 



1-9-939 on 3-8-45 

Rf. CToret 

I. 

Gold Coin and DuHlon 

m 

2. 

Stellmp Seeurltlei 

... +974.8 

3. 

Rupee Colni ... 

... - 5S.< 

i. 

Rupee Secuiltiet ... ... 

... + 20.5 

5. 

Total Attetf ... ... 

Total Note* istued 

... +9369 

+9369 


It is clear that most of the expansion of currency occurred 
against sterling securities. These securities represented Invest- 
ments in the form of sterling In London. This money, in other 
Words, was lent by India to England. 

How did India get these sterling resources, and why were 
they kept in London in this form I To understand this, it Is 
necessary to explain the system of financing supplies purchased on 
behalf of His Majesty’s Government In India, by the Indian 
Government. 

39. War Finance j Some money was spent by the Govern- 
ment of India on behalf of India for war purposes. This money 
Was shown in the regular budget of the Government under 
expenditure for defence. This was partly raised by taxation and 
partly by loans of various kinds. Apart from this, the Govern' 
'ment of India spent c%'cr)' year Considerable sums on behalf o^ 
Hit Mcicsty’s Government arvd other Allied Government for 
the purchase of the various Mnds of war supplies, fmr there 
supplies His Majesty’s Government made payment In the form of 
sterling in London, This sterling was partly ured for the pay- 
ment of Home Charges and partly It was used for repayment (or 
repatriation) of India’s sterling debt and the rest was loaned to 
the British Government. The British Government’s 1. O. U’s, 
or sterling securities were kept In London as assets of the 
Resers-e bank of India. In the first Instance they appeareJ as 
assets of the Banking Department, but were imnsfcrred to the 
Imsi* Department at need for rupee finance arose. Agtlnst these 
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iassets, as the law allowed, notes were issued in India. These notes 
were used by the Indian Government to purchase war supplies 
mentioned above. It was thus that currency expansion occurred 
in India. 


But all the sterling that was invested in sterling securities 
did not come in the possession of the Reserve Bank in this way. 
Part of it was purchased by the Reserve Bank of India from 
those who imported goods from India and wanted to make pay- 
ments in rupees to Indian exporters. Below are given details of 
the various sources of sterling and the way the stock of sterling 
was utilized. 


Rs. crores 

'^'1. Sterling assets of the Reserve Bank, August, 1939 ... 64 

2. Sterling purchased by tne Bank, September, 1939 to March. 

1945, ••• ... ... ... ... 644 

3. Sterling paymenits, by His Majesty’s Government • ... 1292 

Total received ... 2,000 

1. Sterling utilized for debt repatriation! up to the end of 

Match, 1945 ... ... ... ... 41 1 

2. Other sterling commitments ... ... ... 226 

3. Sterling holding of the Reserve Bank at the end of March, 

1945 ••• ••• 1,363 

Total .. 2,000 


40. Rupee Securities : Currency expansion took place not 
only on account of the inciease in sterling securities but, as we 
have already seen, also on account of the increase in rupee secur- 
ities. Previously under the Reserve Bank Act these securities 
could not be held in value more than Rs. 50 crores. But by an 
Ordinance of February 1941 this limit was abolished. This 
enabled the Government to borrow from the Reserve Bank 
(through the issue of notes) against its Treasury Bills or I. O. U’s. 
Some of these rupee securities were substituted for the sterling 
securities held by the British creditors before the debt was repat- 
riated. In so far as the sterling debt was paid through internal 
borrowing from the public, no expansion of currency took place. 

41. Inflation Controversy : The enormous expansion of 
currency and the rise in prices in 1943 led to the controversy 


1. Here it may be noted that the accumulation of sterling resource 

enabled India to reduce her sterling debt from. -r 

Rs 469 crores in 1938-39 to Rs 38 crores by the end of 19H'45’ j 

amount the English creditors were paid off. Some of this debt was 
to Indian creditors by internal borrowing by the issue of rupee se^ntics 
'counterparts) to the public. Some was taken up by the Reserve Bank, 
the increase in rupee securities with the Bank. , ■ „ 

2. If inflation is to be dehned as an expansion of the purchasing po 

due to borrowing from the Central Bank to meet a j; 

inflation in this sense does not exist in India. On the other hand it i t 
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whether this phenomenon could be regarded as inflation. One 
view represented by the Finance Member of the Government of 
India, the late Governor of the Reserve Bank and a few others, 
was that there was no inflation in India. The other view held by 
most of the Indian economists and non-ofBcial public men was 
that a very dangerous form of inflation had developed in India 
and, if left unchecked, would bring disastrous consequences to 
the country’s national economy. 

Those who dented the existence of inflation in India based 
their opinions on the following grounds ; (fl) that notes were 
being issued against sterling securities as provided by the Act, 
hence there could be no ovcr'lssuc. (b) That as long as all the 
resources of the country were not fully employed, additional 
notc'lssuc could not lead to Inflation, (c) The rise in prices Was 
due to scarcity of goods needed for civilian consumption due to 
diversion of resources for purposes of war. Therefore the real 
remedy was to increase the production of such goods. The rise in 
prices of foodstuffs was partly due to the stoppage of imports of 
rice from Burma, but was also due to hoarding, profiteering and 
lack of transport facilities. The remedy was tostamp out hoard- 
ing, control prices and profits and to make transport facilities 
more efficient, (d) That the Increase in currency was a result, not 
A cause, of high prices, high prices being due to scarcity of supply 
In relation to demand. 

The real truth was that the wartime rise In prices was due 
to inflation. All the arguments given to prove that there was 
no inflation In India contained n certain amount of truth in 
them, and chat was why confusion arose. Let us examine them. 

(n) It was true that if goods could move freely into and out 
of India, issuing of notes ogainst sterling securities would not 
have caused over issue. Sterling securities would not have accu- 
mulated to this extent with the Reserve Bank. Goods exported 
from India would have been paid to a Urge extent by imports Into 
India which could not come due to conditions of war and ex- 
change control. Merely the existence of sterling securities 6,000 
miles away could not prevent the rupee from depreciating In 
terms of goods In India when such goods did not increase as fast 
at the means of purchasing them. 


»o I'f •• • t*»te oi tffilri triilnc oat of rlie fillu’e ts tnttt the *hofe of 

the ture of tSe Govrrncirnt of fniia md ci the Allied Goremtaeot 

1*7 taetnt of end r»l*ed In n inlhtion tatf t* v»li to e^iit, 

*inr« e certetn nroronlan of the rupee tea<*u«d to ilninee the wtr 

r9*ft. in I* wider eenve. httbeeo ohwneJ by th file of fprfl|o eidbenxe to 
the Certrel inititutloo— &f Theoioff Gfetory. 
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(b) The theorv that so long as the resources of a country 
are not fully employed, additional currency does not cause 
inflation, is true only under the assumption that these resources 
can be fully employed within a reasonably short time. India’s 
potential resources might have been enormous. But the point 
was, could they be fully employed within a reasonably short 
period ? It would appear that to the extent that such resources 
could be employed from the short'period point of view they 
were already fully employed. The scope for further employment 
was extremely limited. In industry old firms had expandea. 
New plant and equipment was difficult to get. In agriculture 
the pressure on the soil was already great. Increase in the pro^ 
duction of one thing (foe d. stuffs) implied a decrease in the ^ pro 
duction of another (nonfood crops). The optimum limit o 
em'ployment had already been reached long ago. Additiona 
currency thus caused inflation. ,, 

(c) Scarcity of particular goods might have led to a consider 
able rise in their prices. But when all prices were rising, the cause 
obviously was more on the side of money rather than Soo • 
Issuing money first with the hope that supply of goods wo 
increase was to court inflation. ( 3 oods at most increased bv a 

20 pen cent 'during the period of war. This was in spite o 
effort to- stimulate production. Currency, on the oth^r ’ 
increased by over 530 per cent during the same P^tiod. 
control of prices could not prevent inflation, even if price 

had succeeded, „ „ of 

(d) The increase in currency is a cause as well as are 

rising prices. Once the process of inflation starts it ® nHces 
More currency in circulation leads to 'higher prices $ '-P„ees‘ 
demand more currency for making the same amount o P • 

the new currency pushes the prices still higher,, an ^ i, comes, 
of inflation comes into existence. The initial drive usually comes, 

and in India it did come, through curren^ aV the time, 

“ For all practical purposes,” wrote eiveTin 

this operation (issue of notes ap^nst st power 

London) is similar to- the creation of artificial pui^c g P 

by means of printing press by a This .was 

practised during the last war by a state of affairs 

inflation because inflation is nothing more th without being 
when the volume of currency goes on And 

accompanied by a corresponding increase P^ noint of* view of 

this was what happened in India; r gteding securities in 

that immediate present, the existence of' sterling 

London was entirely irrelevant. 


(I) Vakil : Financial Burden of War on India- 
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42. EtIIi o£ Inflation : InfliHon is a very scrloui disease 
for any country to have. It leads to many economic and social 
Injustices and is fraupht with political dangers if left to follow its 
course. Its evils arc many: (/) By rising prices it seriously curtails 
the purchasing power of thccurrency unit and thus brings untold 
harefshipon people with fixed Incomes. After the last war many 
families In Germany were ruined on occountof Inflation. Even 
if bonuses and allowance ore given by the cmplo^'crs, they rarely 
compensate for the whole of the rise in the cost of living. ' (//) 
Inflation ruins creditors became they receive In real goods only 
a small portion of what they had lent during the prc'inflatlon 
period. OH) Inflation encourage hoarding of commodities by 
consumers and also by middle men in expectation of higher prices 
In thcfuturc. Thlscfcatcsscarcltyanddistresslf rhe commodities 
are essentials of life. The scarcity of foodstulfs prevailing In India 
was partly due to such hoarding, (iv) Inflation Is a form of hidden 
taxation, but taxation of the worst kind* because it Imposes 
higher burden on the people with lower Incomes. The rich make 
money during the war and do not mind paying more for their 
purchases. The poor can hardly keep their heads above water, 
(v) Due to all these evils Inflation creates a genuine discontent 
and hostility against the Government espcciallyt as it was In 
India* If It is not a Government of the people themselves. 
Such hostility *advcrscly affects the war clfort. The Russian 
Revolution of 1917 and the rise of the Nd:Is in Germany can be 
attributed to the social discontente rcated by Inflation during 
and after the Great War (I9M'I8). 

It is because of such evils that all modern countries, c.g.. 
United Kingdom and U.S.A., took every pains to avoid Inflation. 
Thus compared with July 1939, by the end 1944, while prices in 
India had risen by 200 per cent., in the United Kingdom they had 
risen only by 70 percent, and in the United States only by 39 
per cent. 

43. Inflation could Have Been Avoided: The root 
cause of inflition In India, as we have seen, was the defecth'c 
system of financing the purchases made In India on behalf of 
His Majesty’* Gos*crnment and the Alllci. Payments were received 
In London, and this sterling was converted Into ircrllng 
leruHtles to be kept in the Issue Department of the Reserve 
Bank. Against these securities, notes w’cre Issued In India for 
mtVlng payment* to the Indian tellers ol goods above menrionej, 
The most Important remedy, ihercfore, was to change tnii 
sytrem of war finance. Thusr— 



520 


ECONOMICS OP PAKISTAN 


(f) The Indian Government should not have received pay- 
terms of sterling in London. Payments from Britain and 
her Allies should have been received in either some oral! of the 
following forms : (a) gold, ib) machinery and other capital goods, 
(c) by liquidation of British assets in India, (d) by raising rupee 
loans in India on behalf of Britain and her x^IIieson the security 
of British assets in India. As a result of all these measures there 
would have been no sterling securities available to form part of 
the assets of the Reserve Bank against which notes could be 
issued. 


(//) The Government of India should have provided rupees 
for making purchases on behalf of His Majesty’s Government and 
the Allies only to the extent of the amount that it could raise by 
means of taxes and loans over and above what it required forks 
own expenditure. Sterling payments could be received to this 
extent, but this sterling should have been kept as a balance in 
London, if necessary, but not transferred to the assets of the 
Reserve Bank’s Issue Department. 

Apart from these, other anti-inflationary measures should 
have been taken with the object of transferting as much put' 
chasing power as possible from the hands of the public to the 
hands of the Government. These measures were of three kinds *• 
O') those relating to retrenchment and taxation, (//) those relat- 
ing to loans, and (lu) those relating to price control and of arti- 
cles of consumption.^ 


Such measures, to some exrenr, were taken by the Indian 
Government.' It was necessary to lower the inflated salaries 
offered by the Government to attract people for new posts 
created for war purposes. Taxation was put high, but it could 
have been still higher especially from those whose earnings were 
increased by the war. The problems of war loans and price 
control are discussed in their proper places. 

44. Repatriation of the Sterling Balances : We have 
seen in section 39 above that the main cause of the accumula- 
tion of sterling balances in favour of India was the peculiar 
method of financing British war purchases in India. This fac- 
tor, however, was not the only one that led to this accumula- 
tion, The sources of this sterling were : (a) All dollar and non- 
sterling assets held by Indians compulsorily acquired and 
over to the Empire Dollar Pool, (b) Annual surpluses in do 
lars due to normal trade balance and dollar ex^ange resu ting 
from American military expenditure in India. These were a l 
acquired and taken over to the E. D. Pool, (c) Annual ba a 
1, Eastern Economist Volumes 5. No. 13, P, 457, 
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of India’s external account, (d) Direct purchasas of Indian raw 
matcrhls and food by tha British Government, (c) Expenditure 
Incurred by Britain under Defence Expenditure Plan of which a 
considerable part was stores and supplies ^ 

The following table ^jlves some details of acquisition and 
disposal of sterling : — 


*OW»C«S Ri CTOTCi. 

1. Scetlinc ttsett held by the Retirve Sink tt the end 

of Seprcmbcf, 1959 ... 6^ 

2. Sreri/ns: pufch»»eJ by the Reietvc BjoI, September, 

1939 to March. 194S ... 615 

3 Scerllne payment by Hff Mifcicy’a Government 

September, 1959 to March. I91S ... |292 


Tc^al amount eviiUble for di*p<Ha) ... 2X0 

Oifpjtdl Ri. crore* 

1. Sterlinc amount utiliced for repatriation Schemer. 
(September 1939 to March. IvIS) ... 

5. C ' ■ j figurei) 

. »*a ... 225 

6. • * . I the end 

I ... 1563 


After March 1945 sterling asters increased from Rs. 1,360 
crorcs to about Rs. 1,560 crorcs by October 12, 1915'. On the 
15th July 1947 these balances stood at £1160 or Rs. 1546 crorcs. 
This was the amount which had to be ‘repatriated*. It was a 
debt which Great Britain had incurred from India. Most of it 

was a “ forced debt '* and emerged because of the Inflationary 
methods of war tinance adopted nnd of the compulsory acqulsb 
tion of India’s dollar resources, British opinion, however, hesi- 
tated to regard !r a debt in the ordinary seme of the word The 
Indian point of view was that this stcrline represented painfully 
accumulated savings of the Indian people and muse lx* rep.iid to 
the last penny in the interest of reconstruction of India's econo* 
mic life. 

Subsequent events proved, however, that the fears of repu* 
diatlon or ‘scaling* do»%n of this debt on the part of Britain were 
baseless. 

After the Partition these balances had to be allocated be* 
tween the Indian Dominion and PakUtan. We have already 
discussed the various agreements relevant to Pakistan in accord- 
ance with which sterling was released (see Chap. XJX). 


I. Rt p oct CunrncT «Bi Fjoinef, 1914 - 45 . p 3 ». 

Z. Stniint cootlaurj accuattUnng rwn •fier t.Hr fo« *om< tine 
tpedtUy In ibe D«pin£a«nt. Thli vnt 4 m to piyefrtb*Jnj e*if 

(oe rtx>2i rrorivrJ Mon tSe Wtr 



CHAPTER XXII 

CURRENCY, BANKING AND INSURANCE 
(POST-PARTITION). 

1. Introduction. It was on the 3rd June 1947 that the 
decision regarding the partition of India and creation of Pakistan 
was announced. This decision was to be implemented from 
the 15th of August of the same year. The intervening period, 
short as it was, had to be used for making arrangements pre- 
paratory to the partition of the country. Several committees 
were appointed to work out the details regarding the con- 
sequences of the division. One of these committees was en- 
trusted with the complex problems of coinage, currency and 
exchange, division of assets and liabilities of the Reserve Bank 
of India, and the question of membership of the International 
Monetary Fund and the International Bank for Reconstruction 
and Development. It was obvious that Pakistan as a sovereign 
State had to have a separate and independent currency and 
banking system. But since the time for such a development 
was too short, it was considered wise to let the Reserve Bank 
of India continue for a time the Central Bank and currency 
authority for Pakistan as well as for India and to Jet the Indian 
currency notes and coins remain legal tender in Pakistan until 
the latter was in a position to introduce its own currency. 
The transitional arrangements were embodied in what is called 
The Pakistan (Monetary System and Reserve Bank) Order, 
1947 promulgated by the Governor-General of undivided 
India on Hth August 1947. 

2. The Pakistan (Monetary System and Reserve Bank) 
Order, 1947. The main provisions of this. Order were as 
under ; — 

(a) The Reserve Bank of India was to continue to be the 
sole note issuing authority in Pakistan until September 30t!i 
1948, later changed to 30th June 1948. “ India Notes ^ issued 
by the Bank were to be legal tender in Pakistan for the same 
period. The Bank, however, was to issue ” Pakistan Notes’^’ 

( 1 ) .India Notes were notes issued by the.Resctvc Bank of India. They 

were legal tender in India (and also in Pakistan upto a time). t r j- 

(2) “ Pakistan Notes ” were notes issued by the Reserve Bank or India 
over printed with the words “ Government of Pakistan.” They were. legal 
tender only in Pakistan, 

522 
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after March 3l8t 1948. From 1st October 1948 (later changed 
to 1st July 1948) the Pakistan Government was to make Its 
own arrangements for IssuinR currency notes. 

(b) After September 30, 1943 (Later changed to Ist July) 
assets of a value equal to ** Pakistan Notes *’ were to be trans- 
ferred from the Issue Department of the Bank to the Govern* 
ment of Pakistan. The Government of Pakistan was, on the 
other hand, to accept “ India Notes " at par until 3Ist March 
1949 (later changed to 30th June 1949) and assets of value equal 
to such ** India Notes *' outstanding in Pakistan were to be 
transferred from the Issue Department of the Reserve Bank to 
the Government of Pakistan. 

(c) Thc rupee coins and subsidiary coins issued by the 
Government of India were also to continue as legal tender in 
Pakistan for at least one year from the date of issue of the cor- 
responding Pakistan coins. Such coins were to be put into 
circulation by the Reserve Bank after March 31, 1948 ond India 
coins were to be used only to supplement Pakistan coins to 
avoid short supply. It ^va5 also provided that the Pakistan 
Government would make Us own arrangement for Issue of 
coins alter September 30, 1948 (later changed to June 30, 1948). 

The Reserve Bank of India was to continue to perform its 
usual functions in Pakistan as well and was to act as the 
banker of the Government of Pakistan upto September 30. 
1948 (later changed to June 30, 1943). It was, however, decided 
that ft would manage the Public Dept, issue of bans and ex* 
change operations on behalf of Pakistan only up to March 31, 
1943. (This date was later advanced to 30th June 1943). 

(et The Bank was also to perform its functions In relation 
to the scheduled and non-schcduled banks upto September 30, 
(later changed to June 30, 1943), In the same manner cs was being 
done before the establishment ot Pakistan. 

3, Earlier EitabliihroCDt of Paklatan't Central Bank. 
The above order was Issued In the interest of smooth tnnti* 
tion of Pakistan to an independent currency and banking 
system which was be completed by the 3Chh September 1945. 
It was assumed that the Reserve Bank would act impaiclally in 
matters concerning the two Djminbns and that the Govern- 
ment of India would show fuU co-operation. Moreover, almost 
a coitipse of the banking system that occurred cspedxlly in 
western Pakistan, due to the mientbn of non-Muslims, wss not 
anticipated at the time the Order was issued. Due to the gam 
crested in banking aervices and the experience of the attitude 
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of the Reserve Bank of India made the Pakistan Government 
realise the necessity of having her own currency system as early 
as possible. The Reserve Bank’s impartiality was put to test 
when differences arose, between the two Governments over the 
implementation of the financial agreement earlier arrived at 
between them. According to the terms of this agreement, in 
addition to the sum of Rs. 20 crores already transferred to 
Pakistan at the time of Partition, Pakistan was further entitled 
to a sum of Rs. 55 crores as her share of the cash balances of 
the undivided Government of India. The Reserve Bank show- 
ed reluctance to transfer this money to the credit of Pakistan.^ 
Thus Pakistan realised that she could not count upon the 
impartiality of the Reserve Bank of India. “ Evidence accumu- 
lated to show ” in the words of the Annual Report of the 
State Bank, “ that without control on its currency and banking 
the new born infant state of Pakistan was exposed to grave 
danger.^’* It was thus that the Government of Pakistan 
thought of establishing their own currency authority earlier than 
originally envisaged. After negotiations with the Government 
of India it. was decided to amend the original Monetary System 
and Reserve Bank Order in order to give legal sanction to this 
step. The Amending Order issued early in 1948 embodied 
among others the following decisions': 

(1) The Reserve Barik of India was to be relieved, of its 
functions in Pakistan from .1st July 1948. 

(2) The Reserve Bank of India was to continue to manage 
exchange control and Public Dept on behalf of Pakistan till 
30th June 1948. 

(3) There was to be rio exchange control between the two 
countries and no restrictions were to be placed on transfers of 
funds from one Dbminiion to the other upto 30th June 1948. 

• -Thus the Reserve Bank of India was relieved of its respon' 
sibilities in Pakistan three months earlier than originally envis^ 
ged. Now the question was : should Pakistan have a fulT fledged 
Central Bank or should a Currency Board undertake these f 
tions. -The main difficulty that stood in the way of establish- 
ing - a Central Bank was the shortage of staff. In spite of the 
fact that the Pakistan Government had guaranteed existing 
terms- and conditions of service to all those in the service o 


• 1 ; 


? 


Later thw sunt 'was transferred under pressure from Gandhi. 
Report of Central Board of Directors for the year ending iVtti 


June 
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the Reserve BanV only a few of the ofBccrs and other supcr^’l* 
sary staff opted for Pakistan. Only 8 officers and 13 lupcrin- 
tendents (7 of whom were* probationary assistants) opted for 
Pakistan. The real reason was that in pre-partition days ver>* 
few Muslims had taken to banking career araonK other reasons 
because of the lickuf encourajemenc from those controllinB 
the destinies of the banks including the Central Bank* In 
spite of this difficulty the Government decided to have a Cen- 
tral Bank especially because the general state of banking es- 
pecially In Western Pakistan required rchnbiiltacion and re- 
surrection To implement this decision the State Bank of 
Pakistan Order was promulgated by the GovcrnorGencral of 
Pakistan on 12th May 1943 and the Bank came into existence 
on the 1st of July 1943. The inaugration ccrcmoncy was per- 
formed by the late Qald'c-Acam, the GovcrnorGencral, himself. 

4. Constitution of the State Bank of Pakistan. The 
composition and the constitution of the Dank follo^'i' the 
usual model of Central Banks. Compromise has been achieved* 
however, between the Ideas of having a share holders innk and 
a state owned bank. It has a paid up capital of Rs. 3 crorcs 
divided into 3 lakh shares of Rs. 100 each. Of the total 
capital 51% is subscribed by the Government and the remain- 
ing 49% by public subi.'ription. Thus majority control has been 
retained by the Gavernment though private enterprise has 
been given its due importance. In order to avoid concentre 
tion of capital in a few hands it is provided chat no one sub- 
scriber should hold more chan 500 shares. Moreover, while 
there Is one vote for every five shares the maximum number 
of votes that a share-holder can exercise Is ten. To give cffcc- 
live voice to share-holders, who cannot attend penonally, 
voting can be exercised through a brother share-holder by 
proxy on each ooraslon. To exclude foreign control over the 
bank it is provided that a share-holder mute be domiciled and 
resident in Pakistan. 

In addition to individuals, sharci of the Dank can be held 
by the following ; a company registered under the Indian Com- 
panies Act, 1913, t society registered under the Cooperative 
ScKieiies Act, 1912 or under any other law for the time being 
in force in Ihkhran relating to Co-operative societies, a Sche- 
duled Bank or a co-operative Bank or a company Incorporated 
by or under the Act of Parlitmcnt. 


(I) lo Juar Ipt?. • t<#r •/-« ihr o{ E»ak iTwrt wrr* 

5?oAr»rt«BiW in iK* Wmet ei the 

Rrrert. f . 4 
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^ Subject to approval by the Central Government the share 
capital can be increased by the Central Board of Directors. 

Separate Registers of share-holders have been opened one 
each for the three areas i.e. Karachi, Lahore and Dacca. Sepa- 
rate issues orshares have been assigned to each area. The dis- 
tribution of the shares among these areas on the 30th June 1950 
was as under : — 


(n) Public 


k « « 

No. of share- 
holders. 

No. of 
shares. 

%of Total 
shares in 
each case. 

Karachi 


* • • 

1,551 

69,771 

23.257 

Lahore 


... 

1,SS2 

60,729 

20.243 

Dacca 


• « « 

1,731 

16,500 

5.5C0 

Total 


• 4 « 

5,144 

147,000 

49-000 

(h) Central 

Government 

1 

153,000 

51.000 

G. Total > 
1950 

on 30th 

June 

5,145 

300,000 

100.000 

G, Total 
-1949 

on 30th 

June 

5,284 

300,000 

iCX),CC0 


Total number of share-holders decceased from 5,2S4 to 
5,145 between June 30, 1949, and June 30, 1950 and thus tjie 
average number of shares per share-holder increased from 27,S 
to 28,6,’ This is only a slight change. State Bank Report (1950) 

P.9. 

- V As . regards management the Bank is under the supervision 
and control of a Central Board of Directors and three Local 
Boards, one each for the three areas above mentioned. 

The Central Board consists of the Governor (Deputy 
Governor or (3overnors would have been member but there « 
none yet) 9 Directors, of wh ich 6 (one of whom must be a 
government official) are nominated by the CJentral Government 
and 3 elected by the share-holders, one from each register. 
The 'Central Board is required by law to meet at least six 
times in any calender year ?ind at least once each quarter. 
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The day to (lay work of the Central Board is carried on by 
an Executive CoTimlttcc which conaUr* of the Governor, two 
Directors elected by the Central Board and an oOiccr appointed 
by the Central Government to act as a member. The committee 
deals with all the matters within the competence of the Cen- 
tral Board when the lartcr is not In session. 

There arc Local Boards, one for each of the three areas of 
Karachi, Lahore and Dacca. For each Local Board four members 
ore elected by the 8harc*holdcfaof each area from omone them- 
selves and not more than five can be nominated by the Cen' 
tral Government, The Secretary of the Board In each ease li- 
the (cx-OfficIo) Manaver of the State Bmk at the centre concern*, 
cd. |n m aking nomina tions to the Lora l .Boards t he Ce ntral 
_ Govcrnr ncn lhas to aim at securin g* reprcs^ntai idh*' to tem 'tgfnit~ 
or ccon om i^n t cfcsts not re prcfJhTgd tn Ihe't^urse of clgcnoB, 
npartiCularh*‘ffgHculturaI intcfsiis UMii Inirnais ufCoTJpCratTvc '' 

— . 

■ The Governor who is appointed for a term not cxcecdins:” 
five years exercises general supervision and control over the 
affairs of the Bmk on behalf of the Central Board and is res- 
ponsible for its day to day working. 

Every year within three months of the closlni: of the an- 
nual accounts of the Dink a general meeting of share-holders 
has to be held either at Karachi or a: any other place where 
there is an olficc or a branch office of the Dank. In this meet* 
ing the share'holdcrs cm discuss the annual accounts of the 
Dank, the Report of the Central Board, the Report of the Audi- 
tors etc. on the working of the Bank. The Auditors of the 
Bank arc also elected in this meeting. 

5. Functions of the State Dank. The State Bank per- 
forms the usual Central Bankingfunctlonsvlcfl) It Is the banker 
of thj Centnl and PtovincUl Governments, keeps their cash 
an& \jTC«pons'iVic for ^oxtat^on ani miTjagtroent ot 
public loans on their behalf. (U) It sets as ■ banksr to the 
other banks of the country and cxerctsis control over all banks 
In the interest of sound banking practices, {(ll) It hit the sole 
right of issuing currency notes and Is responsible for the 
management of the currency system of the country. (Iv) It is 
resronsiblc for maintaining the external \*aluc of the currency 
and for implementing th** exchange control policy of the Gov- 
ernment. (v) It li the custodian of the monetaty reserves, In- 
eluding the reserves of foreign exchange earned by oar trade 
and commerce. Including sterling balances. (tO It acts ts advisor 
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to the Government of Pakistan on all matters ralating to mone- 
tary problems in the country. (vH) Over and above these func' 
tions the bank has been charged with the~responsibility ol: tak' 
ing~~all"poisible” sF^nfor^eniuring stability Jn the econ^ic^ 
sphere^ sc^far as thliT" can be done by. mon^tajcy actionZTlt has 
also to se e that co mmercial “banks are following sound meThodF~ 
of business. Itlias to e nsure so.und cr edit c onditions to alIow^a_, 
srhobthflow ojf ^ade^and commercedn the country. 

With the establishment of the Central Bank Pakistan 
acquired a sound basis for its financial system. The country 
was also qualified for applying for the membership of the In' 
ternational Monetary Fund and International Bank which she 
did. Her membership was accepted on the 11th of July 1950 ' 
and her quota was fixed at £100 million in each of these institu- 
tions. 

6. Banker to the State. We now propose to study 
the functions and working of the State Bank in some degree of 
detail. 

As a banker to the State the Bank (a) holds free of inter- 
est cash balances of the Central and Provincial Governments of 
Pakistan (b) is responsible for floatation of public loans and 
management of public debt (c) carries out their money remit- 
tances and exchange and banking transactions and also (d) makes 
short term loans (ways and means advances) to them. 

Upto 30th June 1943 the Reserve Bank of India continued 
to act as banker to both the Central and Provincial Govern- 
ments in Pakistan. After the creation of the State Bank 
amounts standing to the credit of these Governments with the 
Reserve Bank we^e transferred to the new institution- On 
30th June the deposits of the Central Government amounted 
to Rs. 69.26 crores and of Provincial Governments Rs. 5.66 
crores. The position on some subsequent dates is given 
below : — 
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Deposit o{ 

Central Provincial ^ * . 
Government Government 


Datcj 


Rs. crores. Rs. 

crores. 

Rs. crores. 

9th July 1918 

... 

66.89 

5.73 

72.62 

30th June 1949 

... 

71.57 

•1J8 

78.85 

30th June 1950 

... 

5IJ7 

4.38 

55.95 

+Incrca8C \ 

— decrease v 

1918-19 

+7.68 

-1.45 

+6.23 

-22.90 

during ) 

1919-50 

-23.00 

+0.10 


Variations In deposits during the two years were as 
under r— 

Central Government Provincial Governments 
Highest. Lowest. Highest. Lowest* 

1915*49 ... 99.81 64.81 13.47 4.28 

1949-50 ... 74.25 45.80 14.11 2.03 

The deposits of the government particularly Central Go- 
vernroene have shown considerable variation on account of large 
scale receipts and dlsbunemcnis.* Between 30th June 1949 and 
30th June 1950 Central Government deposits decreased by 23 
erosts tVitnt tV»t OavtiTimanta 

almost constant. During the course of the ycati however, the 
range of variations was quite wide. This Is quite natural be^ 
cause ihc expenditure of the go%*crnmcnt departments Is more 
or less uniform throughout the year while revenues flow In 
seaiorully with the payments of Iind revenue for the provinces 
and movements of produce for export effecting customs revenue 
of ihc centre. The balances are also affected by short orkmg 
term borrowings of the Covemmenta. 


<IJ Scitf CjnV Rrrort (1M5) r» D- 
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If the Government’s balances get depleted due to meagre 
inflow of revenues in certain se isons in the face of increased 
expenditure the Government can fill the gap thus created by 
temporary loans either from the public in the form of the sale 
of treasury bills or from the Bank in the form of getting “ ways 
and means advances.” So far the Central Government has not 
felt the need for getting ways and means accommo iation from 
the Bank. The Provincial Governments of the Punjab, Sind 
and N.'W. F. P. had recourse to the Bank for financial accom- 
modation during the year ending 30th June 1949. The total 
advances ma^e to them amounted to Rs. 1.37 crores. All these 
advances were paid back before the end of that year except the 
■ sum of Rs. ’6 lakhs granted to the Government of N.-W. F. P. 
which remained outstanding. • 

As regards the Treasury Bills the Bank soon after its estab- 
lishment, in its capacity as the agent to the' Central Government, 
commenced the sale of such B'lls by tender in July 1948. The, 
weekly sales were kept up at Rs. 50 lakhs (with one exceptson) 
uptd the second half of September and later owing to greater 
demand from institutional investors was raised to Rs. 100 lakhs 
a. week. The ofl^ers were reduced from the middle of October 
when stringent conditions prevailed in the money market due to 
financing of the movement o‘f crops. The total tenders during 
the year ending .30th June 19-19 amounted to Rs. 34.91 crores 
while the total amount offered for sale and accepted was Rs. 10 
crores. During the.<year ending .30th June 19.50 Treasury Bills 
were issued only in August and September 1949. The discount' 
race varied between annas 5 to annas 9 during 1948-49 and 
annas 8 to annas 9 during 1949-50. It should be noted that the 
Government by issuing Treasury Bills affects the rates of inter- 
est iri the money market and in its turn takes advantages of 
tavoutabJe- rates when such rates prevail. Usually in stringent 
money conditions, when there is great demand for funds by the 
business comrnunity, the Government desists from the sale of ' 
Bills. On the other hand under cheap money conditions when- 
surplus -.funds are available the .Government enters the market 
as a borrhwer. By such action rates of interest tend to remairi 
more staple .than they otherwise would be and -the funds avail' 
able are put to better use than they would-be otherwise. 

The State Bank also floats 'long term loans' as Wgent ofthe^ , 
Government and manages the pu’blic debt of both the centre and 
the Provinces. Management of the public debt involves'payment 
of interest to bond holders and arranging for .repaymer^t^qrfCon- 
version as the case may be of the maturing’ loans. 
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Durinc the first year of IM existence the Bank floated the 
following three loans on behalf of the Central Government : — 


Loans Date of maturity 


(1) 21% Loan 1955^56 


Issue price 
per Rs. 100 
Rs. -a. p. 
100 0 0 


(2) 2?% Loan 


1958-59 and 99 7 0 


' (3) 3% Loan 1963 upto 30th Oct. 

1948 ...100 15 6 

there after increased by 9 
pics per cent, weekly. 

The lists for the two loans remained open for subscription for 
one day only v/j the 18eh October 1943. The third loan was 
also issued on rhe same date but the list for it continued to be 
open’upto llth February 1949. The total subscriptions raised 
was Rs. 21.61 crorcs. During 1950 further issues of the same 
loans were made at the rates of Rs. IOO'14'O, Rs. 99*8.0 and 
Rs. 100 respectively per every hundred. These issues remained 
on tap from l4eh February to llth March and the total sub- 
srripcion received amounted to Rs. 10 crorcs. As a result of 
these Issues and ad hoes created by the Government of Pakistan 
during the year, the total debt of the Government of Pakistan 
stood at Rs. 85.91 crorcs on the 30th June 1950, as against 
Rs. 73.54 crorcs on 30th June 1949,**’ 

The Provincial Governments of Pakistan have floated no 
new loans since the pircitlon. On the other hand the Punjab 
Government repaid 4% P^injab Bonds issued by the undivided 
Government of the Punjab which fell due on 18th September 
19-13 and 3% Puniab Bonds 1949 which fell due for redemption 
on 15th August 1949. On 30ch June 1950 the outstanding 
balances of the loans of Provincial Governments were as 
under 


(a) Punjab 


Amount Rs. lakhs. 
14,25.2 


(b) Sind 


1,50.6 


(c) N.'W.F.P... 
, Total • 


57.2 

16,33.0 


I. Stttt BtoVa Annuil Report for the fCir endlac 30th June 1950, p, 27. 
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7. Regulation and Control of Banking. Under the 
transitional arrangements, which lasted until the establishment 
of the State Bank of Pakistan, the Government of Pakistan 
could declare a banking company having a paid up . capital and 
reserve of not less than five lakhs of rupees to be a scheduled 
bank, provided it was not a scheduled bank within the meaning 
of the Reserve Bank Act. The Reserve Bank -had the power, 
with the previous consent of the Government of Pakistan, to 
make regulations in respect of its relations with Pakistan sche- 
duled Banks and the management of clearing houses till 30th 
June 1948. Every Pakistan scheduled bank had to maintairi 
with the Reserve Bank a balance of not less than 5% of its 
time liabilities and had to submit weekly returns of its assets 
and Abilities. Similar returns had to be submitted by co'opera- 
tive Banks in Pakistan which were covered by the Remittance 
Paciliiies Scheme. The Banking Companies Restrictions of 
Branches Act and the Banking Companies Inspection Ordinance 
were also to apply to the whole of Pakistan until 30th June 
1948. In this way the Reserve Bank of India exercised control 
over banking in Pakistan. 

With the ‘establishment of the State Bank this control 
passed over to the new central Bank of Pakistan. The Stare 
Bank thus exercises control over the credit conditions in the 
country mainly through the scheduled banks which banks 
have been included in the second schedule to the State Bank of 
Pakistan Order. Their number on the 30th June 1950 , was 36. 
These banks are required by law to maintain with the State Bank 
a balance which must not be, less at the close. of business of any 
day, than 5% of the Demand Liabilities and 2% of time liabi' 
lities of each such bank in Pakistan. By notification these 
limits Can be increased if the Government thinks necessary. 
Each bank is required to send a weekly return of itsi position in 
this respect. Under the Banking Companies Control Act, 1948 
(amended 1950) the Bank is empowered to control loans and ad' 
vances made by the scheduled banks. The Act also lays • down 
certain requirements for the banks regarding maintenance of 
liquid assets and keeping certain proportions of total assets in 
Pakistan. Further the State Bank can call for information from 
the banksjjcan caution. t henu or prohibit .them from enteringintoi 
-‘p^w^ar-trans^cTionsf Under an amendrnent ofrhe StatelBank 
"of Pakistan Order the Bank possesses extensive p owers- in c on;;; j 
"^nection with the control of banking. A“The""arnen3ment enables 
Itlo liv^difecrlfeMiti'^^^^ facilities to banks m 

case of emergency. In this way the Bank comes to the aid ot a 
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sound banks In the country and thus promotes sound banking 
practices among them. Under the Banking Companies (Restric- 
tion of Branches) Act (1946) as amended in 1948, pcrmlssi on of 
the State Bank is required for opening a new o&cc of a bank or 
changing the location of an existing office. 

The responsibilities of supervision and control of banks Is 
carried out by the State Bank through the Banking Control De- 
partment. It deals with problems relating to scheduled and 
non-schedulcd banks and keeps a watch over their affairs and 
operations. It also tenders advice on banking and financial 
matters to the Government. 


8. Exchange and Exchange Control Through its Ex- 
change Control Department jhs.£iQi£,Bankjnalntainaithe,cxtg^r 
jial valuc*o£-the-Eaklsun*rupccjuid implements the policy of 
cxcTi^ngc control of the Government by co-ordinating the work 
of Exchange Control Offices at Karachi^ Lahore. Dacca and 
Chittagong. The exchange control system is the same (with a few 
minor changes) as was previously followed by the Rcicrvc Bank 
of India. The idea is to allocate foreign exchange, particularly 
hard currencies, with care so that such resources arc used only 
for essential purposes. Control is also exercised over sterling area 
transactions though with less strictness compared to transactions 
with non-stcfUng areas. 



As a resu lt «»• jk., 

rupee tlic centre » ■ ‘ ‘ 

C5^ciail y~whcn J ■ : ' * 

6f^xchanj:c_jfd : ■ 

^purposes. From • .'•••» ■ ■ < • ! 

the basic exchange allowances for craveL For U. K and Europe 
the allowance was increased and fixed at £ 1(XX) (once In two 
years) and for Middle Eastern countries it was Increased to 
Rs. 7,(XX> annually. It was noticed, after the Devaluation of 
the pound sterling and other currences that a regular and 
organised traffic in foreign exchange had developed. The 
Government therefore reduced the basic allowance to Europe 
and U. K first to £600 and later to £250, and to Middle Eastern 
countries to Rs lODO only. These reductions checked the 
unlawful transactions In exchange. Steps were also taken eo 
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ensure that bookings for forward exchange only took place 
against bonafide commercial transactions and not for speculative ' 
purposes. In J:jovember-jJl9if9-j.egulaj:ion3-governingjdie_j naport 
jof jcurrency^npte^a^d coi ns were revise d to prevent 
speculative traffiejn . currency^ TKefr export ^nd impofr"was 
prohibited except with""fh’e permission of the State Bank. 
Incoming travellers, however, were allowed to bring with them 
Pakistan currency notes upto Rs. 50 per head. 

To meet the difEculty for the Haj pilgrims arising out 
of the restrictions imposed on the import and export of 
Pakistan currency with affect from the 1950 Haj.. season a • 
scheme was devised under which special p ilgr im , note s were 
ijsued by the State Bank. These notes_jt^uM ^^^^jen_ca 
Saudi Arabia like ordinary'Th~otisTbutL..c.9J^^.J99,L.he^ 
Pakis'tan.^ Saudi Arabi an ._banks.,wer.e_ given ,, re-imburse^ . 

menfs in sterling against pilgjfm n otes r epatriated bythem . 

Now as regards the rate of exchange. To maintain the ' 
Sterling-rupee rate of exchange the Bank buys and sells sterling ' 
at rates based on the official parity. This parity was Is 6d for 
the rupee before the devaluation of the £ in Septerir5^”T949. 
After devaluation the parity has been 23 2d. Prior to devaluati^ 
in the rupee sterling exchange marketTKe Banks rate for T. Ts 
was ffxed at Is 5^1 d selling and Is 6l d buying. After devalir 
ation these quotations were raised to 2s lal d selling and 
28 16 d. buying. These rates have continued unchanged since. 
The . quotations for T._Ts on New re mained .practically., 

the same, Sehinj 

devaluatfon rate of Rs. 331|) and b uyin g at 

9. — Exchange Relations witli India.. Exchange relations 
with india were governed by the Pa kistan Mo ne^ty 
and Reserve Bank Order as amended in Ivlarch 1948 .whicn 
provided thaFTlTereXhourdf be no exchange coiUrol between 
the two countries and no restictions should be placed on 
transfer of funds from one Dominion to the other- upto j 
Juh'e 1948. On the expiry of this Order ' the two countri 
entered into a Payments Agreement, the provisions ot wm 
were : 


(/) Each, Dominion to hold currency of the other upto a 
iqaximum of Rs. 15 crores. 

(//) After this limit had been reached the excess 
10 crores was to be paid through the transfer of free s g* 
(lit) The balance if afiy was to be settled by trans ers rom 
No ; 2 Account (blocked sterling). 
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(/v) Identifiable capital transfers of a large .magnitude to 
be adjusted in No. 2 Account Sterling. 

(v) There was to be no exchange control between the two 
countries. 

The object of the agreement was to allow free trade 
between the two Dominions. It was further intented to protect 
each of them against excessive liabilities of free sterling which 
might have arisen in the absence of exchange control and 
the difficulty of distinguishing between capital and current 
transactions. 

In actual practice the Agreement vvorked against the 
interest of Pakistan. During the firsryear of Its working Pakistan 
had a favourable balance of trade with India to the extent of 
Rs. 24.70 crotes. In lieu thereof Pakistan received only Rs. 

2 jo crorcs in free sterling and Rs. 9.05 crorcs in blocked sterling. 
This left a balance of Rs. 12.75 crorcs in the form of Indian 
rupees in June 30ch, 1949. The Government of Pakistan was 
not satisfied with this arrangement. The first agreement was 
only fora year and expired on 30th June, 1949. A revised 
agreement was reached which was to cover the next year 
ending June- 30th, 1950, In this agreement it was arranged 
that the limit of payment through free sterling should be raised 
from Rs, 10 crorcs to Rs. 20 crorcs. 

After the devaluation of the pound sterling on account 
of the exchange controversy^ trade between India and Pakistan 
came to a standstill and the operation of the Payments Agree- 
ment ceased. In the meantime Pakistan’s balance In Indisr rupees 
which stood at Rs. 12.75 crorcs on 30th June, 1949 declined to 
Rs. 10.73 at the end of July, but on the day the £ sterling and the 
Indian rupee were devaluated It stood at Rs. 25.78 crorcs. Under 
the Payments Agreement this amount should have been written 
up to the extent of the devaluation of the Indian rupee. 
India however, refused to rccognlrc Pakistan's new parity of Rs, 
ICO Pak~R5, 144 India. By 30rhjunc, 1950 the balance, how-* 
ever, was reduced to Rs 19.6S crorcs on account of Governv;^ 
TOcnts, drawings for aswntial needs*. Jt is h oped tha t necessary * 
adjustment s w ill be tn ad e now that India Kas acc ept ^ .t h<^-p3r 
*\*aI ucof our rupc(r8lncc^25tHPcb7195tT~ 

As regards the rate of exchange with India, upto the 
devaluation crisis the Central Banks of the two countries 
continued buying and selling each other's currencies at par. 


1 Scitr Bink Report (Zod ym) P.37. 
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After the non-devalution decision of the Pakistan Government 
Reserve Bank of India announced on the 21st of September, 
1949 that it would not quote any rate for the purchase and 
sale of Pakistan Rupee. As a result all transactions between the 
two countries came to a stand still. An unoffic ial e xchange* 

e merg ed outsid e. jtbe^ali^n g system. The 
situation was further“'aggravateH”by stoppage oflndo^akistan 
trade. While imports from India into Pakistan continued India 
imposed restrictions on the imports from Pakistan. The 
demand for the Indian rupee was further increased on account 
of remittances from Muslims in Pakistan to their dependents in 
India. Further demand arose in connection with the transfer 
of profits of Indian concerns operating in Pakistan and rent of 
agriculture and urban property accruing to residents of India. 
Inspite of this excessive demand for the Indian rupee the 
unofficial rate of exchange of Pakistan rupee remained sub- 
stantially above parity. “ It varied ” in the words of the State 
Bank Re^joit, “from parity to Rs. 100 Pakistan to Rs. 150 India, 
depending on the conditions prevailing at any time affecting the 
intensity of demand for one or other currency^.” These 
unofficial dealings acted as a safety valve during abnormal times 
and relieved individual hardships. I n Novembe r, 1949 crders 
were issued undgi; the ^Banking Companies ^C^ntrol^ Act 

provrding"-fdf" fesurnptidfi "df ""dealing^^ml^ndia tufTeellFx. 

Scliedu3^7Banks"W'ifInn^e*'lnmts^^^^eir^ow.n resources^ Due 
to their limited resources transactidns were carried bn by banks 


only on a limited scale. Transactions that took place under 
Part I of the Indo'Pakistan Trade Agreement of ^p rjl, _l950,and 
which were accounted for inTndiaTTFupe'eS^weTe^ effect cleared 
in the official rate of exchange. “ The goods were invoiced in 
India Rupees and documents transacted through the commercial 
banks were made out in India Rupees, but for purposes of 
payments by Pakistani importers and to Pakistani exporters, 
India Rupees were converted into Pakistan rupees at the 
official rate^“. 

Fro m 1st June, 1950 Exchange Cont rol was extende^g^gLagXQ 
a pply to" ex p of t'f iUm'Pa'k'is fah^Tb’In dTffancrF^jKIjLln3"Pptf 8 
te rfitbfi e~s~ 'in' Tndiar~ Indian’ ~commoditles“"^hich were to be 
exported fre^rbm"exchange restrictions under the Indo'Pakistan 
Trade Agreement with India were, however, exempted. As 
already noted on 26th February, 1951 India announced 
acceptance of the par value of the Pakistan rupee at 


her 
Rs. 100 


(1) State Banks’ Report (2nd vear) P. 38.. 

(2) ibid. P. 38-39, 
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October, 1950 at any Government treasury or at any branch of 
the Imperial Bank of India conducting Government business, 
oince that date they are acceptable until ' further notice at any 
office of the State Bank of Pakistan. 

Now as regards coins. According to the Pakistan Monetary 
System and Reserve Bank Order, as already noted, rupee coins 
and subsidiary coins issued by the Government of India were 
to remain legal tender in Pakistan for at least one year after 
the introduction of the corresponding Pakistan coins. After 
30th March I9d8, the Reserve Bank was to put into circulation 
Pakistan coins as far as possible and to use India coins only to 
supplement them when they were in short supply. After 30th 
June 1948 the Government of Pakistan was to be responsible 
for issuing coins for Pakistan. 

Pakistan coins were first issued by the Pakistan Govern' 
ment on 18th April, 1948. They bore distinctive Pakistan 
design s. Tlie__o ne-X upee. Ij jupee, and 1- rupee are ma de .of pure 
jiiclo d. tlhc__2_j anna, 1 anna j_and ^ anna p ieces. are_made_ja£ 
cupro'nick el alloyr ^ T'he single pice coin is o.L J aronze all oj L and 
Is oT'wailmj^^jl. ' * 

As”tlie Pakistan coins were issued, in accordance with 
the Pakistan Monetary System and Reserve Bank Order, the 
India coins were in due course to be demonetised. The India 
nickel brass two anna coin was demonetised on 18th July 1949. 
The India nickel whole rupee was demonetised from 1st 
October 1949, and India half and quarterney rupees from 1st 
December 1949 and coins of smaller denominations from 1st 
September 1950. These coins, however, will be accepted at 
treasuries and branches of the Imptrial Bank conducting Govern' 
ment treasury business for a period of one year from the date of 
their demonetisation. At the offices of the State Bank they are 
to be accepted until further orders. 

As Pakistan coins were put into circulation India coins 
progressively returned from circulation and the Bank was set 
the task . of exchange, collection and disposal of these coins. 
All India coins other than nickel, brass and quarterney silver 
coins, were to be disposed off by remitting them to India 
under clause 3 (1) of Part (IV) of the Pakistan (Monetary 
System and Reserve Bank) Order 1947. In return the Govern' 
ment of India had to make payment of their bullion value 
(plus the cost of minting) to the Government of Pakistan. 
During the first two years of its existence (1st July, 1948 to 
30th June, 1950) the State Bank has returned to India such 
coins to the value of Rs. 1,95, 53, 685. , 
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It may be noted here that on 30th June, 1950 there were 
In circulation in Pakistan, the Pakistan nickel rupees to the 
value of Rs. 2.41 crores and subsidiary coins to the value of 
Rs. 2 09 crores. Thus while India coins to the value of Rs. 
1.95 crores were taken out* Pakistan coins to the value of Rs. 
4.50 crores were added to circuhtion. These figures do not in* 
elude India nickel and quarterney rupees and India subsidiary 
coins still in circulation in Pakistan. 

Coins however, form only a small proportion of Pakistan’s 
Currency. The chief media of exchange arc notes. It should 
be remembered that the one rupee note like the coins is issued 
by the Government of Pakistan and not the State Bank and is 
regarded a coin for all practical purposes l.e. it is not convertible 
by law into metallic coins. 

11. Pakisten’t System of Note Issue. We have already 
seen that upto30ch of June. 1948 the Reserve Bank of India 
was the currency authority for Pakistan and had the sole right 
of issuing notes. From Isc July, 1948 the State Bank of Pakistan 
assumed this function. The currency functions of the Bank 
are performed through its Issue Department operated on similar 
lines as the Issue Department of the Reserve Bank of India. 

The assets of the Issue Department arc subject to no other 
Ibbility than that of notes issued. The Bank follows . the 
proportlonal.rcscTVc Syitcnv.jaL.iJSulng'noteT 3b/o ot_the total . 
•assets of Issue Department mustccSiysi yr^bf ~gold~^in. c old^ 


pyiawl 

The assets of the Issue Department of the State Bank were 
created as a result of the division of the assets of the Issue 
Department ol the Reserve Bank ot India as they stood on the 
30th June, 1948. It is obvious that Pakistan was entitled to 
assets in the sam» proportion as the notes in circulation 
in Pakistan areas. These notes as we have se^n were 
of two kinds. “India Notes” and “Pakistan Notes”. The 
amount of the latter which were Issued from Isc April, 1943 
was known. A method was to be devised to assess the amount 
of India notes In Pakistan, The Monetary Syitcm and Reserve 
Bank Order, Part IV (4) therefore laid down the follosvinc 
procedure of division of assets of the Reserve Bank’s Issue 
Depnrtracnt as between the two countries. 
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At 

Soon after 30th June, 1948 assets of a value equal to the ‘Pakista 
Notes , were to be transferred from the Issue Department c 
the Reserve Bank to the Government of Pakistan. The Goverr 
raent of Pakistan was to accept at par “ India Notes ” ii 
Pakistan upto 30th June, 1949. These notes were to be handei 
over to the Reserve Bank of India which was required to trans 
fer assets of an equal value from its Issue Department to thi 
Goverment of Pakistan. 

The State Bank of Pakistan was thus entitled to the shan 
of the assets of the Issue Department of the Reserve Bank o 
India equal to the amount of Pakistan Notes ” in circulatior 
on June, 3oth, 1948 plus India Notes of Rs. 2 and above encashec 
in Pakistan from July, 1, 1948 upto June 30, 1949. Pakistar 
thus claimed the following amounts of assets *’ 


(1) Against Pakistan Notes in circulation 
on 30th June, J948 : — 


Rs, 51.578 ctores 


{V> Against India Notes retired upto 
30th June, 1949. 


Rs* 125.18 crores 


Total Rs. 176.75 crores. 

As, regards the form in which these assets had to be re- 
ceived ■ the ‘ Order ’ provided that the different types of assets 
of the Reserve Bank’s Issue Department viz gold, sterling 
securities, India rupee coins, Pakistan rupee coins and the 
Government of India securities were to be transferred in the 
same proportion In which they were held by the Issue Depart' 
ment of the Reserve Bank on 30th June, 1948; Before division 
. however sterling securities had to be reduced by the amohnt 
comprising of (i) payments in sterling to the United Kingdom 
against liability of pensions of British servants and stores ana 
installations transferred to undivided India, (ff) The amount 
payable to provincial and central Governments of Pakistan in 
sterling in payment of their cash balances with the Reserve Bank 
and (fVi) the balances with the Reserve Bank’s Account No : 1 
with the Bank of England. This reduction in sterling securities 
was to be made up by a corresponding increase in the Govern' 
ment of India securities. 

After making these adjustments Pakistan’s share ou^of 
the assets of the Reserve Bank of India came to be as under: 
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Amount of 

Reserve 




Reserve 

Banks Assets Pakistan’s 

Percen- 

Aisets ; 

Bank's Assets after making 

share 

tage of 


as on 30th 

adjustments Rs. crorcs each to 


June, 1948 

in Sterling. 


torsi 


Rs. crorcs 

Rs. crorcs 



Gold 

44.41 

44.41 

3.29 

Sterling Securities 

11,35.53 

10,27.61 

1134.44 

76.06 

Rupee Securities 

1,27.84 

2,35.56 

30.81 

17.43 

Rupee Coins 

43.51 

43.51 

“ 5.68 

3.22 

Total 

13 51.09 

13,51.09 

176.75 

100.C0 


Of these Rs. 176 75 crorcs» Rs. 51 57 crorcs were transferred 
to the State Dank of Pakistan soon after its establishment be- 
cause they were against Pakistan’s notes in circulatijn on 30th 
June, 1918 the amount of which was known. The amount of 
India Notes in circulation in Pakistan were nor known at the 
time. These were to be withdrawn and returned to the 
Reserve Bank of India and against their assets of equal value 
had to be received. This arrangement continued to work 
satisfactorily until March, 1949. India Notes were collected 
by the State Bank of Pakistan and Were sent to the Reserve 
Bank of India's oiCcos at Bombay and Calcutta from West 
Pakistan and Ease Pakistan respectively. In return Assets o f 
e qual vfl_l_u c_wci:c-~trapsfgtred__ by the Reserv e Bank oPTnHfa 
In March, i?19, under orders 




liarnot yet agreed jt o thi s.^n3fcr.L-J 


*.uvHs.on tiie p4ti ui laKistan, iuuu 


Asa result of devaluation of the pound sterling and the 
India rupee the foreign exchange assets of the State Bank had to 
be revalued. Ail assets with certain exceptions, mentioned here 
after, were revalued at the new rate of exchange and dcEclcncy 
made up (as is usually done in such cases) by issuing Govern- 
ment Securities. In the case of certain assets however, there was 
doubt whether they should be rc\^Iued. This question re^ 
malned under the consideration of the Government till about 
the end of Augest 1950. It nf thii th at the Bank did 

notmuc the weekly statement of their affairs foTa pcti6d”“6f 
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For the same reason meeting of the Central Board for the consi- 
deration of the Annual Report which must be held within two 
months of the closing of the Annual Accounts, was delayed till 
the 7th of September, 1950. 

The assets regarding the revaluation of which there were 
doubts were^ : — 

(1) India notes representing assets receivable from the 
Reserve Bank of India — Rs. 43,10,54,000. 

(2) Assets held with the Reserve Bank of India pending 
transfer to Pakistan. 

(3) Balance of our account with the Reserve Bank of India 
— Banking Department —Rs. 25,77,75,000. 

The question was whether (1) and (2) should be revalued 
pending their actual physical transfer and (3) pending its being 
written up by the Reserve Bank of India. 

Ultimately it was decided to revalue items (1) and (2) and 
to leave (3) as it was. The Government thus sanctioned the 
issue of Government securities of the face value of the Rs. 14.83 
erases to make up the deficiency caused by the revaluation of the 
assets mentioned under (1) and (2). Under Payments Agreement 
India ought to write up the balance of our account with the 
Reserve Bank as it stood on 18th September, 1949. The Govern' 
ment of India has so far refused to do so since they have not 
yet recognised the new exchange value of the Pakistan rupee. 

The results of devaluation of the assets of the Issue Depart' 
ment are tabulated below ; — 


Assets^. 

Sterling Securities 
Government of India 
Securities 

Indian Notes and Coins 

On 

30th June 
1949 

Rs. crores. 
8811 

33.92 

43.14 

On 

30th June 
1950 

Rs. crores. 
70.18 

15.08 

30.28 

4- increase 
— decrease 
Rs, crores. 

— 17.93 

— 18.84' 
— 12,86 

Total Foreign Assets 

165.17 

115 54 

— 49.63 

Gold 

4.20 

4.20 


Government of Pakistan 



4- 50.97 

Securities 

Nil 

50.91 

Total Notes issued 

175.05 

176.50 

-bi.45 


Cl) Annual Report op cit. (Znd year) P. 12 
(2) Including a*f«t* «till with the Rer^rve Bank of 
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rcrccJuced Jjy a bojy r 
• lincjmdihfiulndlan. 
;_amount_o f fore ign 
' *^tn_G oyernnient oT 
►ase in'securrt^'w a?' 
rje issue. TKus’in 
c Tssuc’D epartfhci^’" 
phe lncre£sej n note 


• been a considerable 

Increase In the notes issued on account of the need for financing 
cotton exports. On February 16, the total notes issued were Rs. 
217.9 croscs l.e. Rs. 41.4 crorcs more than the figures for 30th 
June, 1951. On the assets side the sterling securities were higher 
by Rs. 12 croscs and Government of Pakistan securities by Rs. 30 
crores. 


12. Regulation of currency and credit system.— The 
most Important function of a Central Bank is the regulation of 
the currenev and credit system of a country. Being the Banker 
of the state, the Banker's Dank and the sole note issuing author 
Ity the Central Bank Is In a position to control and regulate the 
flow O^ - ..4 

"niC ttt 
tnTTTn 
,^2nl^e . 

Banlr- - . - . - 

tion of more purchasing power, it lowers its Bank rate which 
influences ocher rates of Interest in the same direction and thus 
inaugurates a cheap money policy which encourages greater flow 
of money into circulation and greater use of credit. If thh 
policy docs not lead to the desired results the Bank purchase* 
strcirn’rfo^ br oiftnVrg arcrtfcrtw (cems and chas Aicrctfstry cAc 
balances of the member banks with itself which become a bash 
for credit cxpinslon .When the Central Bank wishes to contract 
the currency and credit it follows the opposite policies of raising 
its Bank Rate and selling securities in the open market. By these 
methods the Central Bank can encourage stable prices by countei 
acting fluctuationsjn movement of prices and most of all car 
encourage or discourage investments as the economic situation ol 
the country may require. In this way It promotes stable economic 
conditions and encourages full employment in the country. 

This is not the pbee to go into the details of the theory ol 
the Central Banking. The fact that is relevant for our purpoft 
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is -that in order to enable the Central Bank to effectively exer- 
cise this important function the country must have a properly 
organized banking system and a well developed market for secur- 
ities and Bills. Pakistan is lacking in all these facilities. The 
number of banks in the country, is very inadequate, banking 
habit among the people is yet undeveloped, and until recently 
there was no properly organised stock exchange^ and the trade 
and commerce is more used to financing through cash credits 
than through bills. Moreover, the country’s economy is almost 
entirely agricultural which does not lend itself so easily to quick 
influences of banking policy on the pace of investment and 
development. 

The State Bank, however, does exercise as we have already 
seen some control over the activities of the varrious banks and 
through them over the' general economic conditions in the 
country. It purchases and sells securities of the Central, Prov- 
incial and State Governments as the situation may require. It 
has been given power to purchase, sell and rediscount certain 
types of bills of exchange and promisory notes. Thus it deals in 
specified types of bills and promisory notes of a maturity not 
hore than 90 days. It also deals in certain other types of bills 
bf exchange and promisory notes drawn or issued for the pur- 
pose of financing seasonal agricultural operations or marketing of 
crops of a maturity not more than 9 months. The Bank can also 
extend loans and advances repayable on demand or on expiry of 
ixed periods not exceeding 30 days, aganist specified securities 
:o local authorities, Scheduled Banks or Provincial Co-operative 
3anks. The Bank like other Central Banks announces^ from 
:ime to time the rate at which it is prepared to discount or re- 
liscount bills or other commercial paper in which it is author^ 
ised to deal. But these legal provisions are taken advantage of 
3 nly on a very small scale due to the reasons already noted. Its 
purchase and discounting of Bills is entirely confined to Govern- 
ments Treasury bills and so is the case with securities. 

Things are, however, gradually improving. A stock and 
thare market has already come into existance at Karachi mainly 
lue to the encouragement given by the State Bank. Its opertv 
dons are still very restricted, but it holds out a promise of rapid 


Cl) The Karachi Srock Exchange Association was incorporated in 
viarch, 1949 and consists of lOO members. It provides facilities for tloatmB of 
lew capital issues and for dealings in the existing stocks and shares, i he 


olume of 
rowing. 
( 2 ) 


its business, however, is yet very 
The Bank rate so far has remained unchanged at 3/^. 


limited though it is steadily 
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development in the future. In the security section deaUngs as 
already noted arc still mostly confined to Government securities. 
The shares section has also been active and has been reactinc more 
or Jess accurately not only to Internal conditions but also to 
developments In other countries In the economic and financial 
sphere. That the use of bills Is Rrowfne is Indicated by the fact 
that according to the returns of the Pakistan Scheduled Banks the 
“Bills discounted*’ by them increased in value from Rs. d2 lakhs 
on 16tK 3uIy» 1948 to 267 hkUs on 1st July^ 1949 to 630 lakhs on 
16th February, 1951. The banking habit among the people 
however, is developing very slowly indeed. Thus the demand 
and time liabihties of the schedules banks were Rs 107 crorcs 
on 16th July, 1943, Rs 107 crorcs again on 1st July, 1949, Rs 1 16 
crorcs on 22nd December, 1950 and 119.8 crorcs on February 16, 
1951. 

To exercise proper control over economic life and develop- 
ment the State Bank must follow an active policy towards tJic 
development of a properly organised money market. Towards 
the achievement of this end the main steps that may be taken 
arc : More frequent issue of Treasury Bills, establishment of 
more intimate contact with the non'schcdulcd banks and thus 
bringing them Into the sphere of control of the State Bank, 
offering Increased facilities of rediscounting and encouragement 
of the use of Trade Bills for financing of Trade and Commerce. 
The Trade Bills Market in Pakistan is almost non-existent. To 
[bring such a market into existence the State Bank must give 
ifull facilities for the discounting of first class Dills arising out of 
Ibona fide commercial transactions. The Bank should encourage 
’the establishment of Clearing Houses and Accepting Houses for 
Bills in important commercial centres. Further, the use of Bills 
tan be popularised by creating ware housing facilities. 

33. Banking Position Before Partition. — So for we have 
confined our attention mainly to the functions and activities of 
our Central Bank the State Dank of Pakistan. Before we pass on 
to the study of the other kinds of banka existing In the country 
it would be instructive to review briefly the position of banking 
in Pakistan before partition and the effects of partition on out 
banking structure. 

Before partition there were 3,H6 total offices of Scheduled 
Banks In India of which 98 were Head Offices. Of the Head 
Offices 13% and of the total offices 20^ were located in oreai 
later demarcated as Pakistan. In the case of non Scheduled 
Banks (with cspital and reserve of over Rs. 50,000) which had a 
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total of 2,205 offices includin" 619 Head Offices, the Pakikan 
areas contained 25% of them. Thus in proportion to population, 
except for Head Offices of Scheduled Banks, Pakistan’s share 
was not at all inadequate. 

As between the two parts of Pakistan, however, banking 
facilities were unequally developed. Western Pakistan being 
better off. Thus 10 out of 13 Scheduled Banks and 153 out of 
157 non'Schcdulcd Banks (Head Offices) were situated in the 
West cm Pakistan. When it is remembered that Western 
; Pakistan contained only one'third of the total population of the 
. Dominion this inequality of banking facilities becomes all the 
; more glaring. 

Although Pakistan was on the whole well supplied with 
banking facilities the actual business transacted in these areas 
was much smaller than in the rest of the sub-continent. Thus 
immediately after partition (22nd August 1947), of the total of 
1033 crorcs demand and time deposits only 104 croses or 10% 
related to banks in Pakistan. And of the 419 crores worth of 
Advances and Bills discounted only Rs. 45 crorcs worth were 
done in Pakistan. Clearing House Returns relating to the year 
1946-47, also stress the same point. The total clearing for the 
year was Rs. 7168 crores of which only 350 crores or 5% was 
accounted for by banks in Pakistan. The proportion accounted 
for by Pakistan areas was even less (3%) in 1938-39. 

The lower banking business done in Pakistan areas is mainly 
explained by the agrarian character of the economy of these 
regions. 

14: Effects of Partition on Pakistan Banking. — Banking 
in, India including Pakistan had always been a close preserve of 
non-Muslims especially the Hindus. Muslims had been scrupur 
ously kept out even from clerical employments in these institu- 
tions. Moreover non-Muslims had fought tooth and nail to the 
last minute against the creation of Pakistan. When Pakistan 
became a certainty — long before actual partition — Hindu and 
Sikh bankers started transferring their assets and their Head 
Offices from the Pakistan areas to places now in the Indian 
Dominion. Thi£_^ndency v^as accele rat ed as soon as the.country- 
was divided. Thus iTis estimaTed'^that out, oC29 Joint stock Bankas 
in the'WesTPunjab, 27 had transferred , their, offices to the East 
Tunjab and Delhi. Before partition there, were 314 offices or 
scheduled banks working in areas which later became Pakistan., 
This number was reduced to 62 after partitiori. Si^larly tne 

offices of non-scheduled banks were reduced from to ip over, 
the same period. The se b anks als o took steps to reduce the ir 
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<^nimitmcnts_by_ca1UnB off their advances. The lead in this 
matter was given by the PunjalTNatlonal Bank Ltd. Such steps 
started being taken as early as March 1947. This was done partly 
for security reasons but mainly as a protest against the foresh* 
adowed division of the country or, ns some would hold, with the 
motive of paralysing the economic life of the new State. 

On the eve and Immediately after division, when large- 
scale disturbances took place in the Punjab, the Hindus and Sikhs 
migrated out of the Western Pakistan provinces especially the 
West Punjab and N.W.F.P. This movement drained these 
areas of almost all the employees of the various banks and the 
country was faced with a serious crisis. 

As regards East Pakistan though the banking offices were 
not moved out on such a scale their registered offices were trans- 
ferred to India and their activities regarding the financing of 
trade and industries were greatly restricted. 

15. How the Government Met the Situation. — The 
Government took several steps to restore norma! banking faci- 
lities in Pakistan. In the first place the following guarantees 
were given to Banks to create confidence 

(a) Bank's properties used as offices, godowns, residential 
quarters for bank clerks and officials would not be requisitioned 
without ascertaining that the Bank concerned proposed to open 
its doors at the station in due course or nor. 

(b) Banks should be free to secure protection of police etc 
for necessary purposes as a matter of course, against payment to 
the Government according to an agreed schedule. 

To facilitate settlement of claims the Government made 
the following arragements : — 

(a) Each Bank was to declare one of its offices both In 
India and Pakistan as clearing house for transfer of accounts. 

(b) Each Bank was to open at least one central office in 
Pakistan where It could consoHdacc work of all its branches and 
start paying out to depositers. 

Apart from this the G.jvernmenc undertook arrangements 
for training of Muslims for service In banks. They also agreed 
to give facilities to banks to survey tneir financial position. 

There had been complaints of the banks refusing to cash 
cheques of the Pakistan nationals and also to hand over securi- 
ties kept in their custody. The Government issued an Ordin- 
ance to meet this situation. The Ordinance empowered the 
Government to investigate such complaints and. tf satisfied of 
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their hona fides, to order payments and in case of nonrcompliance 
to realise assets of the bank sufficient to discharge such 
liabilities. 

The Government also allowed especially in the (West) Pun^ 
jab the removal of valuables from safe deposit vaults and lockers 
through an application to the custodian of Evacuee property for 
a permit. In granting such permits the custodian had to satisfy 
himself that no claims against the applicant in respect of the 
valuables concerned were pending. 

These steps were taken by the Pakistan Government by 
mutual arrangement with the Indian Government with the object 
of promoting normal banking conditions in the country and to 
induce non'Muslim banks and bankers to stay on. These mea' 
sures, however, did not succeed in persuading the non'Muslims 
not to leave the country. The gap had to b.e filled by Muslim 
banks and Muslim staff and is being filled remarkably well. 

16. rnter'Dominion Agreement on Banking. Several 
of the Indian Banks that closed down their offices in Pakistan 
had failed to discharge their liabilities to the depositors in 
Pakistan, On the other hand the Muslim refugees who came- 
from India were finding it difficult to draw upon .their deposits 
they had left with the Indian banks. The .Government and the 
State Bank of Pakistan received a large number of complaints of 
this kind. The Central Government of Pakistan set, up two 
separate sections one at Dacca for East Pakistan and the other 
at "Karachi for West Pakistan to deal with such complaints. The 
Karachi section alone received as many as 1312 complaints in- 
volving a sum of Rs. 75.28 lakhs. These complaints were taken 
up with the banks concerned but without satisfactory results. 
Some banks had completely disappeared others had suspended 
payments and even from those that were functioning normally 
in India there was little response. In April 1949 after an inter- 
Dominion Conference held at Lahore an agreement was reached 
between the two countries which among other things provided 
as follows^ ; — 

I. Transfer and payment of bank deposits, (a) In the 
case of banks functioning in East Punjab and East Punjab States 
and which had also their offices in West Pakistan the accounts 
of all Muslim depositors in East Punjab and East Punjab States 
was to be transferred to their respective branches in West Pakis- 
tan except where either no request for transfers had been made 


(Ij See State Bank Report for the year ending 30th 1949 pp. 24-26. 
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or specific requets for rctcr»tionof accounts had been received. 
The banks were lo advertise the proposed transfers so that tne 
depositors could take objections if ncces«ar>. 

(6) Incase of banks functioning in East Punjab and East 
Punjab States, which nad no office in West Pakistan lists of 
Muslim accounts were to be kept In a bank in West Pakistan to 
be specified for this purpose and arrangements were to be made 
for payment on application from depositors 

(c) In the ca»c of Lanlcs functioning In both the Dominions 
if Muslims deposits had been transferred from West Pakistan 
to India without application from depositors these had to be 
retransferred back to West Pakistan 

(d) In the ease of Muslim accounts with banks in India 
outside East Punjab and East Punjab States they were to be 
transferred to a branch of the bank concerned in Pakistan on 
simple application from depositors 

3 Banks Wuhdrawlns from Pafe/stan — Such banks could 
on depositing with an approved bank an amount equal 
to their outstanding liabilities in West Pakistan remove 
their accounts books and remit surplus funds provided certified 
copies of the accounts were kept in Pakistan Similar arrange- 
ments were to be made in the ease of the Indian branches of the 
Austra lsia Dank 

3 iwckTP/edged or hypothecated with Banks — Banks were 
allowed certain facilities for the disposal of such stocks 
and for registering their claims with rhe custodian against 
evacuee borrowers 

4 . Regarding croperatlvt. institutions in tfie Puniab , — (/) The 
Punjab Provincial Co'opcratbc Dank was required to transfer 
to the Reserve Bank of India securities of face value of 
Ra 1Q466 laklu whUb had been deposited with it by the co- 
operative institutions in East Punjab before the parrition< 
After this transfer was completed the Provincial Co-operative 
Oanks in East and West Punjab could be authorised fo make 
payments to depositors migrating from the other provinces (//> 
Both the countries w ere to inv itc claims from cv acucc depositors 
which were to be listed by the RcgiaiTar vn each country for 
verification. These claims were to be verified and settled by the 
end of August I9'i9 and payment to cv*acuce depositors was to 
be made through the Provincial Rcgiitrars 

An IntcrDomlnlon Committee consisting of two^reprcicn- 
tatives of each dominion was set up to watch the implemcnta- 
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tion of the agreement. But before the agreement could be 
implemented in full, due to the devaluation developments re- 
mittance facilities between the two countries through the nor- 
mal banking chnnels came to a standstill and a large number 
of complaints regarding the transfer of accounts remained un- 
satisfied. 

On the 12th and 13th June 1950 the first meeting of the 
Implementation Committee was held at New Delhi. The com- 
mittee made certain proposals for implementation of the agree- 
ment. But since many of the banks against whom the com- 
plaints have been received have either suspended payments or 
gone into liquidation, payments in such cases can only be made 
from the assets of such banks available for distribution among 
their creditors.^ 

, 17. Training Scheme of the State Bank. — It has already 

been mentioned that there arose a great paucity of trained 
bankers in Pakistan after the migration of the non-Muslims. 
The Government of Pakistan issued a directive to the State 
Bank, after its establishment, to make arrangements for the 
training of Pakistani Nationals in commercial banking. A scheme 
of training was thus instituted under which about 100 highly 
qualified candidates were selected from all over Pakistan for 
such training. With a few exception all these trainees have 
already passed their prescribed tests and have been absorbed in 
the service of the State Bank, the National Bank of Pakistan (of 
which more later) and other Commercial Banks, some as officers 
and others as supervisors. Thus the number of trained young 
men in Banldng is on the increase and the problem of shortage 
of trained staff is being steadily solved. 

18. The Present Banking Structure — Commercial 
Banking. — Apart from the State Bank of Pakistan other catego- 
ries of banks and financing institution in the country are : Com- 
mercial Banks, Post Office Savings Banks, Co-operative Banks, 
Industrial Finance Corporation, insurance Companies etc. 

The Commercial banks in Pakistan consists of the Imperial 
Bank, the Habib Bank, the National Bank of Pakistan, the 
foreign exchange Banks and other scheduled and non-scheduled 
l^nks. 

The Imperial Bank of India is now a foreign bank. Before 
partition this bank occupied a special position in the Indian 
sub-continent. It had. a wide net work of branches all over the 

(1) ' State Bank Report (1949-50) p, 22. 
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country and Bctcd as agent of the Reserve Bank of IndU where 
the latter had no branch of its own. It has continued to play 
the same role even since partition and acts in Pakistan os an 
agent to the State Bank. It has 28 offices throughout the country 
and on 25th August, l950 its deposit liabilities were 15^ of the 
total deposit liabilities and its advances 25% of the total advances 
of the scheduled banks in Pakistan. With the establishment of 
the National Bank of Pakistan it Is hoped that the latter will 
gradully Cake over the agency work from the Imperial Bank as 
time passes. 

Habib Bank is a private bank and was originally registered 
In India. Since the partition It has transferred its head office to 
Karach. This bank has 30 branches in Pakistan and handles 
quite a large proportion of t h e bankipp business of the country. 

The foreign exchange banks arc all foreign. Among these 
arc the Chartered Bank of India, Australia and China, the 
Mercantile Bank of India, Grindley's Bank, LIoycd*s Dank, the 
Dank of China and Netherlands Tiadmg Society. These banks 
handle quite a substantial proportion of commercial business of 
the country and their deposicc liabilities on 25th August, 1950 
were about 36% of the total deposit liabilities of the scheduled 
banks. These banks hold a virtual monopoly of our foreign 

I trade, business . — — — 

"Among^ the Commercial Banks, the National Bank of 
Pakistan is likely to assume the greatest importance in the future 
and hence requires a more detailed study. 

Xhe^ ^National,, Bank jjf^Pakistan^ was established in 

November, 1949 by an Ordinance promulgated by the Govern- 
ment of Pakistan. In due course the Ordinance will be 
replaced by an Act of lagislaturc. The bank is still working 
under the transitional constitution which provides fora small 
nominated Central Board. Under the permanent constitution 
there is to be a Central Board at Karachi and three Local 
Boards at Karachi, Z^cca and Lah — ^ 

%>^fds„\YilLbc_partIy_nomJnatcd^ , • ■ 

^holders. The steps to enforce to ,* • ' ' S 

constitution ha\*c already been taken. 

The Bank is being run fointly by the State and Private 
enterprise. It has a total paid up capital of Rs. 6 crores divided 
into 6 lakh sha^ ot Ks'nCO'cach: — The-hlghcstTImIt of 
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was pkid. up when. the bank started its business. Later on 
permission of Government shares were allotted to applicants. 
Tot al share _capital.issued„pn 31st. March, 1950 was Rs. 38, 8 7» 500. 

Soon after partition the necessity of having a commercial 
bank of this type was realised as the leading commercial bank 
of predivisian India the Imperial Bank of India became a foreign 
concern and moved most of Its branches out of Pakistan. The 
matter was under consideration of the Government and it was 
planned that the new bank should come into existence' about 
the middle of 1950. The crisis that the Jute trade had to face 
after Pakistan’s non'devaluation decision* however, accelerated 
the progress of the scheme and the Bank had to be established 
about six months earlier than the original plan. 

The bank was expected to undertake all kinds of banking 
business including that of an e xchange_bank. Special attention, 
however, may be‘’B[rawh to the two functions of the bank 
which are of particular significance. 

(0 Provision has been made for “ the lending of money 
and of opening of cash credits upon the security of goods or 
the documents of title which are deposited with or assigned to 
the bank as security for such advances, loans or credits. ” Pro- 
vision has spec'fically been made regarding the financing of jute* 
cotton and other agriculture commodities. 

(ii) The second provision which requires special attention 
is that the bank has to carry on “ the paying, receiving and 
remitting money, bullion and securities under any agreement 
with the State Bank of Pakistan or undertaking and transacting 
any business which the State Bank of Pakistan may from time 
to time entrust to it.” 

The significance of the first provision is that the bank 
can help in the matter of financing the movement of agri- 
cultural commodities. The financing of jute and cotton has 
. been specifically mentioned because of the situation, arising 
out of Pakistan’s decision regarding her rupee ratio. The pro- 
visions, hovyever, can be of permanent importance for financing 
of agricultural commodities for which adequate facilities do not 
exist in the country. 

The second provision indicates that the National Bank 
bf Pakistan will assume the same agency functions* in respect 
" of the Srate Bank of Pakistan as are performed by the Imperial 
' Bank of India in respect of the Reserve Bank of- India. 
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Other functions of the bank arc buying and -selling k)f 
gold and silver, receiving deposits, receiving securities for safe' 
custody, transacting agency business on commiSsidn, borrdwlng 
money on security of its assets, investing funds in specified 
classes of securities, acting as administrator for winding up 
estates, and to act as agent to the State Bank where necessary* 

The Bank started Its operations in November, 1949 and 
has established, in addition to'thc central oiBce of Karachi, and 
principal local o(Hces at Karachi, Lahore and Dacca, five branch 
offices in Ease Pakistan at Narayan ranj, Mvmcnsingh, Chand 
pur, Rangpur and Khulna. On account of the lack of sraif 
the bank during the first six months mainly confined itself to 
helping the lute trade which had been passing through difficult 

times. To meet the Jute situ ation t hc/^ 

created a~jare- D 3afd~tn'~^JtoBer, T949 • ■ ' 

dnd^gnr ro! — regardin g " thc'~moverne ■ ‘ ■ 

dpptJTfilffd agenfs for tho“purchasc of raw jute. The Nttional 
Bank worked in co-operation with this machinery of the Govern' 
ment* It made direct advances to thej^te, p urchasing age nts 
^to the ^wnt of cro TCs*. (nHlrectly it encouraged othef^ 

banks to make advaneVs for the financing of jurc» During 
this period the bank was precluded from undertaking the 
ordinary banking business. 

This was partly because of the lack of staff and partly 
because the C.-ivcrnmcnt wanted to maintain control over its 
working so long as it was financing jute trade. For the latter 
purpose the bank was permitted by Government to accept fixed 
‘deposits Of sums not less than Rs. 1 lakh and inter bank call 
loans in amounts not less than Rs. 25 lakhs in each case. 

After this transitional period was over the bank was 
allowed to undertake the usual banking business including 
foreign exchange transactions. Comracrcfal banking business 
W. 1 S started by tne bank’s Karachi office from the 1st of May, 
1950 and by its Lahore and Dacca offices from 1st June, 1950. 
Now t.ic bank opens Current, Saving Bank and Fixed Depoiit 
Accounts, and arranges internal and foreign remittances. It iSj, 
-•••-■* •- If.^ . •. es^againstHthsL. 

^fCCU 

, ■ ■ • ^ ^ - :o depend cpss 

borrowings from the State Bank of Pakistan. Now It has 
cd enough funds through fixed deposits and inter'bast 
loans to make It financially independent of loans from 
Bank, It has, however, approached the State Bank far*^ 
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curring subsidy for a few years on the same lines as the subsidy 
granted by the Reserve Bank of India to the Imperial Bank of 
India. This is because the National Bank is to perform similar 
agency functions for the State Bank as the Imperial Bank does 
for the Reserve Bank. 


As regards the future the bank has an ambitious programme 
of giving efficient and extended banking service to the country. It 
is expected to open its branches all over the country at suitable 
places. Branches will be opened shortly at Peshawarj Rawal- 
pindi, Sialkot, Lyallpur, Multan, Hyderabad (Sind) and Saddar 
(Karachi). It will thus help in filling up the gaps created in the 
banking field on account of the migration of non-Muslim banks 
and banker out of Pakistan. 

- already helped in the solution of the problem of 

supplying funds to Haj pilgrims in Saudi Arabia. Early in 1950 
it opened an office at Jeddah through which it made possible 
the successful use of pilgrim notes of which we have already 

The establishment of the National Bank is a welcome step 
especially because of the meagreness of banking facilities avail- 
able in Pakistan. As the net work of its branches spreads the 
bank will go a long way in creating banking habits among the 
people and meeting the banking needs of our economy. 

The main difficulties in the way of expansion of the 
operations of the bank are the lack of trained staff, accommoda- 
tion for offices and housing of the employees, and the absence 
of properly organised stock exchange, bill, and money-market. 
These difficulties in fact stand in the way of all banking develop- 
ment in Pakistan. Attempts are, however, being made to 
overcome them. 


All the important commercial banks of the country are 
included in the Second Schedule to the State Bank of .P akistan 
Order and are Hence calle'd Scheduled Banks. "SuclTBanksj^st^ 
have a, minimum paid up capital and.s.urplus. of jis3..1sXb.s.s The 
Imperial Bank of India, The Habib Bank, the National Bank oi 
Pakistan and the Foreign Exchange Banks are all scheduled 
hanks. The scheduled banks handle by far the largest part or 

the total banking business ot the country . ’' 'u' lk T iTT 

^ Apart' from these there are commercial banks which rail 

; 'under the category of Non-Scheduled Banks. They are smaller j 
dn size and have limited resources. Their number, however, is ^ 
‘ quite large (189 in all) but the business-tranracted by them is | 
'■ rather small. They are mostly found in East Pakistan. d 
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Commercial banking in Pakistan is mainly in the hands of 
foreign concerns. In foreign trade especially^ the foreign banks 
hold a virtual monopoly as the exhange banks arc all foreign. 
On 25th August, 1950 the Foreign Exchange Banks accounted 
for 36% and the Indian banks 26% of the total deposit liabilities 
of the scheduled banks* 



I These banka should be required to keep specified proportions of 
their assets in the form of investments in Pakistan Government 
and other national securities. Moreover they should be made to 
give greater facilities of employment and training to Pakistan 
Nationals. Adequate safeguard, however, are necessary to 
prevent foreign banks from exercising strategic control over the 
economic and financial structure of the country. History has 
shown how foreign financial control can lead to serious political 
complications and henc e the nee d for constanLVigtlence. 

19, tJo'opernlXTC Banking. — Co-operative Banks arc not 
Commercial banks though some of them have undertaken 
commercial functions under stress of necessity since the partition. 
We have given a whole chapter to the subject of co-operation In 
Its various aspects.^ Regarding co-operative banking we may 
note that these banks arc organised on a federal basis* In^cvcry 
province there is the apex bank the ProvlnclakCo-opcrativc 
B^k. With it a re linked , * direc tly "orlthrough^the.. Central, 
c^pcrativcjbanks, thc^Timary.socicuc3-.whichjnay>be^u r.ba n or 
^Fra V^T^irc^j-imary c rcdl^s oclet lcs de po!jc_,t‘he1r surplusjundi^ 
the ccntf^jin^pr«^lhclal co-operative bank^n’d ToaEto"^ 
tncT^tc f^f or meeting' their *firianc!a|'nceds.'~' Thc ccropc tativc,' 
banks attract" deposits ffo m,thexencniyubIic." i ^Te p ^^vinciaP 
jba nks tcFvcs as bankcrs^ojhe jrentra Lbanks whjlcltli'^ jt tcr act 
M £ahl tcfs~ta~t hfe'~pfimgric5. ' " ” 

^ hc conjperative banks however, have not yet solved the 
problem of agricultural finances, the purpose for which they were i 


(I) Rrpart Committee on loiustrr and Trade t ECAFE. 
0) Chipter Xn . 
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primarily created. The co-operative credit movement has only 
touched a small proportion of the total population. They 
however, have a considerable scope for work since the old 
financing agencies in their field have disappeared. 

The National Bank when it has spread its net work of 
branches will be of great service to agricultural finance though it 
cannot be expected to finance individual farmers. Its resources 
will be made available to them through the co-operative banks. 
In the meantime the matter needs detailed study and we are 
glad a committee is already at work to investigate the field of 
co-operation. There is a special department — The Agricultural 
Credit Department of the Resrve Bank of India which has for 
a long time made special study of the problems of rural credit 
and have issued several valuable reports. There is no Depart- 
ment of Agricultural credit attached to the State Bank of 
Pakistan. There is, however, an agricultural credit section of 
the Banking Control Department of the Bank. This section with 
an Agricultural credit officer in charge deals with Co-operative 
Banking and Agricultural Credit. The section is carrying out 
a general study of the problem of agricultural credit. A ques- 
tionaire has already been issued and forwarded to all Provincial 
Governments to collect necessary data on matters concerning 
agricultural credit. 

The co-operative banks have done valuable service since 
the partition in the field of commercial banking. They being 
under the jurisdiction of the provinces are not under the 
disciplinary control of the State bank and hence the bank cannot 
adequately supervise their activities specially regarding the supply 
and use of money. For the sake of a unified control of 
monetary and banking policy it is necessary that measures should 
be taken to bring these co-operative banks ako under the 
purview of the State Bank. 

20. Industrial Banking. — ^The absence of Industrial 
Banking has always been the weakest point in the economic struc- 
ture of the Indian sub-continent. Industries require locking up 
of capital for long periods and ordinary banks are not in a 
position to supply industrial finances, because by the nature of 
their business they have to keep their resources comparatively 
liquid. The Central Banking Enquiry Committee recommended 
that India should follow the model of German banks in this 
respect. In Germany Commercial banks play an imfmrtarit part 
in financing industry. They provide initial capital which is later 
offered to the investing public. In some cases they distribute 
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the risk amonj? themselves by JoInfnR together in a i^Tonjort/um, 
pledging themselves to accept a certain portion of the Issue. 
Such traditions, however, were absent among Indian Banks, 
which concentrated on commerce rather than Industry. In India 
the Managing Agency system played a great part in managing, 
controlling and financing the leading industries. Most of the 
Managing agencies, however, were foreign concerns and the 
system later lost its prestige. 

The idea of establishing an industrial corporation to which 
pirr of the capital should be contributed by the Government 
in India found favour even before partition. Since the 
partition such a corporation has been formed in India as well as 
in Pakistan. 

The Pakistan Industrial Finance Corporation Act was passed 
in February 1949. The corporation ivas floated in July 
1949 with a share cap tal of Rs. 3 crorcs of which 51%xvas 
contributed by the Government of Pakistan and the rest uas 
left for the public. The portion left for the public could also be 
subscribed by Provincial Governments, Government of Accecd' 
ing States, State Bank, Scheduled Banks, Co'Opcrative Hanks, 
and Insurance companies. Upto now only Rs. 2 crorcs worth of 
capital has been called up. The Corporation is managed by a 
Board of Directors majority of whom Including the Managing 
Director arc nominated by the Government of Pakistan and the 
rest elected by sharc'holdcrs. The main business of the 
Corporation is to provide medium and long term finance for 
the development of industries It has bean empowered to 
guarantee debentures floated by industrial concerns provided 
they arc payable within o period of 20 years. It cannot, however, 
guarantee or grant loans of value exceeding 7i% of its paid up 
capital to any single concern. This can be done with the special 
permission of the Coircrnment of Pakistan but only upto a maxi' 
mum limit of Rs. 30 lakhs. The Corporation also has the power to 
raise capital, when necessary# by issuing debentures or by accept- 
ing deposits. The Government of Pakistan provides guarantees 
of (a) loans and debentures Issued by the corporation (b) a 
prescribed minimum dividend Co share-holders and (c) against 
losses incurred by the Corporation. The Corporation has 
already starred its business and upto 30ch June 1930 had 
advanced Rs. 69,50,000 to industrial concerns. 

21. Pott Office saving Banks — The post oSec saving 
banks do not finan^ indmtry, agriculture, or roramerce, but arc 
Important banking Inititutions because they give opportunlriei 
to small income groups to save and develop saving and banUrxg 
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habit, among themselves. But for them small and scattered 
savings of the people would have never assumed substantial 
sums for national use. Since they are scattered all over- 
the country they provide barking facilities to area which 
would not have been easily brought within the network of the 
ordinary banking sy<tem. The total number of saving banks 
offices in Pakistan has been estimated at 2,187 and they held on 
31st May, 1950 Rs. 30.5 crores as deposits. These deposits are a 
part of the unfunded debt of the Government of Pakistan. 
The annual increase in these deposits, however, is not large, i.e. 
about Rs. 1,3 crores during 1950-51. 

The sale of Pakistan National and Defence Savings 
Certificates is another device for encouraging small savings. 
Their sale was estimated at Rs. 1 crore for 1949-50 and Rs. 1.2 
crores for 1950-51. It is necessary to intensify efforts to 
encourage small savings in the«>country. 

22. Post Partition Banking Trends — The table given 
below indicates the trends in the position of Scheduled banks 
of Pakistan since the partition ; — 

. (In crores of rupees) 


Date 

Demand 

Liabilities. 

Time 

Liabilities. 

Cash. 

Balances 
with State 
Bank. 

Advances. 

Bills 

discounted. 

22-8-47 

65 

39 

5.0 

N.A 

44 

1.32 

26-12-47 

80 

26 

4.0 

N.A 

37 

1.00 

23-4-48 

83 

19 

40 

N.A 

37 

0.82 

16.7-48 

91 

16 

3.2 

23 

24 

0.42 

24-12-48 

84 

17 

4.0 

12 

40 

1.03 

22-4-49 

87 

18 

3.6 

16 

42 

2.03 

29-7-49 

89 

18 

3.2 

16 

41 

2-39 

23-12-49 

90 

20 

3.3 

21 

41 

2.14 

21-4-50 

99 

20 

3.6 

9 

54 

2.66 

21-7-50 

100 

25 

37 

11 

44 

3.75 

22-12-50 

93 

•23 

3.2 

9 

71 

4.37 

5-1-51 

96 

23 

3.6 

8 

74 

4 . 0 © 

22-2-51 

97 

22 

3.7 

9 

80 

6.45 


+increase 


•decrease 

16-7-48 

over 

-1-26 

—23 —1.8 

— 

—20 

--0.90 



22-8-47 

16-2-51 

-f-6 

+6 -fO.5 

—14 

-f-56 

-1-6.03 

over 






16-7-48 
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Thus it wlH be seen that during the first year after 
partition banking in Pakistan received a serious set back due to 
the general dislocation of economic life that followed in the 
wake of Partition. There was a steady increase in the demand 
Habtiities and a fall in time liabihtleSf cash, advances and 
bills discounted. This Indicates contraction of the business of 
the banks and accumulation of idle funds kept at the command 
of the depositors This contraction of business is explained 
by the exodus of non-musUms who had almost a monopoly of 
the trade and Industry of the country. The gap thus caused 
was nor filled by the refugees who took time to settle down 
in their new homes The increase in demand liabilities was 
persumably due to the money deposited in current accounts by 
the refugees who did not wish to lock their funds up for long 
periods under conditions of their unsettled life. The time 
deposits were presumably depleted on account of the migration 
of the Non-Muslim Investing classes. 

It would be instructive to compare the trends in Pakistan 
with those in India during the same period. This comparison 
is Indicated by the following table 


Rs. crores Pakistan R$. crorcs Indian Republic 
22.8.47 16.7.48 %changc 22.8,47 16.7.48 %changc 


Demand liabilities 

65 

91 

+40 

625 

688 

+1U 

Time Liabilities 

39 

16 

-39 

314 

314 

no chance 

Cash 

5 

32 

-36 

36 

37 

+ 2.8 

Advances 


24 

-45J 

359 

405 

+ 12.8 

Bills discounted 

1.32 

0.42 

-31.8 

15 

15.7 

+ 4.6 


Thus demand liabilities of the Indian Banks changed by a 
much smaller percentage and time liabilities were maintained 
unchanged. Cash advances and bills discounted all increased. 
Thus although there was a slight tendency towards liquidity 
preferentt, on the whole business activity in India showed an 
increase as contrasted with conditions In Pakistan during the 
period under review. 

Tnc comparatively favourable position of India was natural 
in view of the fact that the disorganisation caused by distur 
banccs affected a much smaller proportion of the total area In 
that large country compared with Pakistan. Moreover there 
u'as no exodus from that country of people engaged In banking 
and other industrial and commercial pursuits. The Muslims 
that moved out were in the main either small artisans or agri- 
culturists. 
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From the latter half of the year 1948 thing's in Pakistan 
began to improve. The gaps in the business, world left by the 
migrations began to be filled up. The remaining banks resumed 
their business. The State Bank was established, the co-operative 
banks were active and thus- there was a gradual revival of 
economic activity^ This is indicated by the gradual increase in 
time liabilities and sloving down of the rate of increase in 
demand liabilities and particularly of the very significant increase 
in advances and bills discounted. 


The fall in cash and especially the balances with the State 
Bank also indicate that funds instead being kept idle have been 
increasingly used for purposes of active investments. 

It should be noted that according to law the scheduled 
banks have to keep with the State Bank of Pakistan as balances 
5% of the demand and 2% of their time liabilities. On 16th of 
February 1951 on the basis of these liabilities the banks should 
have kept a minimum of Rs. 5.26 crores. Actually they had kept 
Rs. 9.03 crores i.e. Rs. 3.77 crores more than the statutory mini- 
mum. Thus the reduction of these balances in no way shows 
the weak reserve position of the scheduled banks. It only 
shows greater avenues of investments available in the country. 

The banking trends during the last two and a half years 
compare favourably with India as the table given below shows ; — 


Indian Republic 

Pakistan 

16,7.48 16.2.51 ^ 16 T.48 2.2.51 ^ 

Rs. Rs. Z change Rs. Rs. Z change 


crores crores crores crores 


Demand Liabilites 

91 • 

97 

+6.6 > 

+11.2 3^5 

616 -10 5 

Time Liabilities 

16 

22 

+37 5) 

288 -8.2 , 

Cash 

3.2 

37 

+ 15.5 

37 

34 -8.2 

Advances 

24 

80 

+233 

405 

502 +24 

Bills discounted 

0.42 

6.45 

+ 1436 

15.7 

12.7 -19.0 


Thus total deposits increased in Pakistan by over llZ and 
decrease in India by about 10%. Time liabilities increased in 
Pakistan at a much higher rate (by 37.5%). This is partly due to 
the low figure to which they had fallen by July, 1948. The 
most remarkable increase, however, has been in advances and 
bills discounted in Pakistan as contracted with a much smaller 


(1) fKe increase in business activity is also indicated by the fact that 
while the total value ot cheque clearance through Karachi Lahore and IJacca 
Clearing Houses was Rs. 9.96 crores on lith March, 1949, it was Rs. 15.55 
crores on yth February, 1951, an increase of 70% in two years. The magnitude 
of bank clearance however is still very low. 
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increase in advances and a fairly heavy fall In bills discounted 
In Indh. In absolute terms while In Pakistan advances In- 
creased by Rs. 50 crores, In India they increased by 97 crorcs 
(only by 22 crorcs upto 5ch January 1951) In spite of the much 
greater ma«nlrudc of total Transactions In India compared to 
Pakistan. Thus it would seem that comparatively the 
tempo of economic activity In Pakistan has been proRressIng 
at a higher rare than m India. This, however, Is partly due 
to the face that Pakistan has started from a lower base than 
India but this should not undermine the fact that Pakistan's 
economy has much sounder and healthier foundations. 

23. Inadequate Banking facilities in Pakistan. — That 
recent banking trends have been favourable should not blind 
us to the basic fact that banking faciUtics in Pakistan arc extrc' 
mely Inadequate for the needs of the country. Even compared 
with Indn, which is also regarded as quite backward in this 
respect, our position is far from satisfactory. 

The following table compares banking offices In India 
and Pakistan before and after partition r- 

Before Partition After Partition 

3I-3'47 30^-1948 


Total 

Scheduled 

1 

Pakittan 

^ahatea 

of 

Paklatan 

Total 

Paklatan 

%<hire 

of 

Paktiiin 

Rcgiitered ofBces 81 

13 

16-0 

85 

3 

3.5 

Total Office* 3,495 

NotfSeheduled 

Banka : 

«)3 

18.1 

3,403 

447 

13.1 

ReCiftereJ office* 75 1 

143 

’ 19.6 

751 

120 

J59 

Twttl offi:ea 3,49S 

704 

zai 

3,074 

475 

15^ 

Ezehanse Banka 79 

19 

22.9 

82 

19 

2)1 


It will be teen that before partition Pakistan had an 
■dequac<; snare of banks on the basis of population except in the 
ease of regUtcred offices which tverc only 16% of the total against 
about 19% of population which lived In Pakistan areas. Afrtr 
the panition the Registered Offices almost all disappeared from 
Pakistan and other offices were also seriously curtailed. The 
only exception was in the ease of exchange banks which 
being almost entirely foreign owned did not leave the country. 
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The distribution of the banking offices between East and 
West Pakistan on 30th Junet 1948 were as under : — 


Scheduled Banks ; 
Registered offices 
Total offices 
Non'Scheduled 
Banks : 

Registered offices 
Total offices 
Exchange Banks 


Total 

East 

Pakistan 

Pakistan 

3 


447 

121 

120 

102 

475 

315 

19 

3 


West 

% in West 

Pakistan 

Pakistan 

3 

100 

326 

73 

18 

■ 15 

160 

34 

16 

85 


Thus about three quarters of the total offices of scheduled 
banks and 85% of those of exchange banks are located in West 
Pakistan. On the other hand 85Z of the registered offices and 
about two third of the total offices ^'f non'scheduled banks are 
located in East Pakistan. On the whole, therefore, West Pakis^ 
tan is comparativeljr better provided with banking facilities as 
compared to.East Pakistan. This is quite understandable because 
West Pakisan is more intanised and more developed industrially 
and commercially. • 


To cOme back to comparison with India, the number of 
offices do not accurately reflect the relarive banking facilities 
available in the two countries. Below are compared figures of 
paid up capital and reserve of scheduled banks located in India 
and Pakistan respectively before and after partition. 

Paid up Capital and Reserve (In crores of rupees). 


Before 
Partition 
31st Dec. 1946 

India (undivided) 55.96 

Pakistan 5.25 


- After 
Partition 
31st Dec. 1947 
59.34 
0.82 


Percent Pakistan 


9 40 


1.30 


Thus before partition paid up capital and reserve of Sche^ 
dulcd Banks in Pakistan was about 10% of the all India total 
and after partition this was reduced to about 1*5%. This shows 
that the average size of the scheduled bank in Pakistan was 
much smaller than the average size of those in Indiai 

The same' story is told by the figures relating to deposits, 
advances and bills discounted, of the scheduled banks in 
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the two countries. Of the total of Indo.Pak figures the percent 
shares of Pakistan was as follows • — 



on 

22*8-47 

Percentages 

on 

30-12-49 

on 

1-5*51 

Demand Liabilities 

94 

13,3 

13.9 

Time Liabilities 

tl.4 

7.3 

7.5 

Toral deposits 

10.1 

11.5 

11.9 

Cash 

12.1 

9.5 

9.8 

Advances and Bills 
discounted 

10.5 

9.7 

15.2 


Thus in all these respects Pakistan’s share is comparatively 
to Its population much smaller than India’s. This shows a much 
lower per ccl)/w business in Pakistan. It is. however, encourag- 
ing that the share of Pakistan (n Bills discounted end advances 
has increased from 105% to 15.2% since the partition 

Another Indication of the magnitude of business activity is 
clearing house returns There were only four clearing houses in 
Pakistan oc the time of partition. Now only two centres (one 
at Lahore and the other at Karachi) ore working Below arc 
given annual clearing house returns for the Indo-Pakistan sub- 
continent 4nd the percentage shares of Pakistan areas 


Indo-Pak Pakistan 

Rs. crorcs. Rs. crorcs. 
1938*39 1921 43 

1946*47 6717 359 

1947.48 6474 324 


% share of 
Pakistan. 
2,2 
5.3 
5.0 


but comparatively to India business activity in large towns has 
been much lower in Pakistan. 


Our conclusion therefore is that Pakistan is very inide- 
quatfly equipped with banking facilities and the ptr capita 
volume of business also is much lower in this country than In 
India. Things, however, ore improving though very slowly. 

24. Effect of Partition on Xniurance. — Like trade, indus> 
try and banking insurance was also mainly in the hands of non- 
rousltras in India. Futihcr, the Pakistan areas had In proportion 
ro population a much smaller number of Insurance companies 
doing business as the following table reveals r— 
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Location of Head 


Indian Companies 
Non-Indian Companies 
All Companies 


Offices of Insurance Companies 1946. 


Indian Union 

Pakistan 

Percentage 
share of Pakistan 



in the total 

218 

21 

8-9 

99 

2 

2.0 

317 

23 . 

6.8 


Statistics regarding the location of branch offices are not 
available, but as far as Head Offices are concerned Pakiscan’s 
share was about one-fifteenth of the total as against the popula- 
tion proporation of one fifth. 


Partition and' the disturbances which accompanied and 
followed it affected insurance companies in two ways. Firstly, 
due to the great loss of life and property that occurred tne 
companies had to face heavy claims on them. Secondly, the 
movement of non-Muslims, who were controlling this business 
out of Pakistan dealt a heivy blow to this aspect of our economic 
life as it did to so many others. Many of the insurance companies 
transferred their offices and assets from Pakistan to the Indian 
Union. The result may be seen from the table given below. 


Location of Head Offiices of Insurance (Indian) Companies. 

Date Indian Union Pakistan Total 

30th September 1946 • 218 21 219 • 

15th November, 1947 236 9 ’ 245 

7th October, 1948 334 6 340 


Change (number) 4-16 —15 +1 

Change (per cent} '^73% —71% 4-.4% 

Thus over a period of two years while total number of 
cornpanies increased by 4% and companies in the Union by 7.3%, 
their number in Pakistan decreased by 71%. 

25. Inter-Dofninion Agreement of December 1947. With 
the movement of Insurance Companies’ offices and a'\>=et3 from 
Pakistan the interests of the policy-holders in Pakistan were 
bound to .be in jeopardy. To safeguard these interests, the 
Pakistan Government entered into an agreement with -the Indian 
Government in December, 1947. According to this agreement ; 

(a) Companies which had moved their head offices from 
Pakistan were required to.advise the Reserve Bank through t e 
Government of India that 15 per cent, of the statutory deposits 
made ■ by them with the Reserve Bank were to be deemed to e 
held on account of the policy-holders resident in Pakistan, unti^ 
the Superintendent of Insurance had determined the appro 
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priatc pcrccntace of policy liabilities pertaining to persons 
resident in Pakistan. 

(b) An undertaking was given on behalf of these insurance 
companies that their assets, other than statutory deposits with 
the Reserve Bank of India, will not be reduced or wlthdrawr\ 
from Pakistan ro the detriment of Pakistan policy-holders. 

(c) The Pakistan Government on their part agreed to accord 
all reasonable facilities, in respect of protection and inves-lgatlon 
of claims, for their representatives who had to come to Pakistan 
areas to investlcatc and appraise claims which had already arisen 
or which were to arise in future. The Government of the 
Indian Dominion also agreed to accord reciprocal facilities. It 
was further agreed chat both the Governments would advise the 
companies concerned ro send out agents and Investigators, as (at 
as possible, belonging to communities which prlma fade would 
not require prorcciion. 

(d) As regards complaints of delay m settlement of claims, 
it was decided that such claims should be referred to the Ministry 
of Commerce in each Dominion* Such claims, however, it was 
recognised, could only bo settled after the companies concerned 
cot their records, equipment etc* 

(e) For the removal of records, equipment, etc, permission 
of the Custodian of Evacuee Property was necessary to whom 
application was to be made in this respect after instructions 
were issued to the Reserve Bank regarding the IS% deposit 
referred to above. 

In tpicc of this agreement Indian Companies showed no 
intcrcs; in continuing chetr business In Pakistan. Foreign 
Companies established In Pakistan, however, began to expand 
their business. Some of them which had only branch offices in 
Pakistan tojk steps to organise separate head offices In Pakistan. 
The gap caused by the exadus of noa'MusUm mined naif vi.as 
filled to a fair degree by recruitment of Muslims, British and 
other non-Hindu and non-Sikh minority people. 

26 The Riot and Civil Commotion Ordinance 1947 — 
To Cover riot risks the Pakistan Government pro-mulgated an 
Ordinance In December 1947— **Thc Riot and Civil Commotion 
Ordiance". It was initially to apply to cotton ginning and 
presdng factories and uas necessitated by the abandonment of 
such factories by owners after the Punjab disturbances. It was 
intended to re-assurc the owners against any future flski. The 
Ordinance requird all persona owning or having an Interest in a 
fac'ory, or in tne stocks therein including factory buildings to 
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insure all property insurable. Heavy fines were prescribed for the 
contravention of the provisions of the Ordinance. 


27. Policy with Regard to Deposit of Securities : Under 
the Standstill Agreement with India status quo was to be maintain* 
ed in respect of Insurance Companies functioning in the two 
Dominions It was expected that Pakistan would have its o*vn 
arrangements from April 1948. With the ending of the Stand* 
Still Agreement, therefore, Pakistan adapted the Indian Insurance 
Act of 1938 and sec up a separate office of the Superintendent of 
Insurance to administer the Act. It became necessary now to 
clarify Pakistan’s stand with regard to the deposit of securities 
by the Insurance Companies operating in Pakistan. 

Under Section 7 (1) of the Act of 1933 insurance companies 
were required to keep deposits with the Reserve Bank of India' 
for various classes of business carried on by them. When the 
Act came to apply to Pakistan the companies were to be under 
obligation of duplicating their Indian deposits in Pakistan. But 
since the volume of business in Pakistan had not increased the 
Pakistan Goverraent by amending the Act required the 
companies to deposit only half of the amount specified in the- 
original Act. 


The Indian Companies, however, were reluctant to comply 
with this condition. This matter was brought before an Inter 
Dominion Conference held in April, 1943 at Karachi. During the 
Conference. Pakistan insisted that deposits should be made in 
Pakistan securities. Naturally, Pakistan being a new state 
required large amounts of capital. Indian delegates, however, did 
not accept this position. Ultimately a compromise was reached 
according to which new business in Pakistan was to be done in 
Pakistan currency and , undivided returns were to be kept as 
hitherto till the end of the year (1948). From 194° separate 
accounts for Pakistan were to be shown. This was however only 
a partial and interim solution. 


To give further facilities to Indian Companies the r 

raent of Pakistan had.announced that besides the 
Pakistan Central and Provincial Governments the followin^^ 
securities were also to be regarded as approved securities ; 

(/) Securities charged on the revenues of 
and Provincial Governments or guaranteed fully a^s regar ^ r 

pal and interest by them, (ii) Pakistan National Saving . j 

Cm) Any debenture or other security for money issuea 


cates 


er n 1 ♦ r hv 

under the authority of any Act of a legislature m ^ /.a 

or on behalf of a- Port Trust- or Municipal Corpor 
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Securities of the undivided Government of the Punjab and 
Bengal. 

The real hitch» however* was that while about 150 branches 
of Indian Insurance Companies were operating in Pakistan, only 
about half a do:en Pakistan firms were engaged in business in 
India. The stake of Indian Companies In Pakistan was much 
larger than that of Pakistan Compinlcs In India. Then there was 
the general antipathy of non-Muslim Interests towards Pakistan. 

28. Indo'PakIstan Agreement Dec. J948, — In December* 
1948 the interim arrangement of April, 1918 was replaced by an 
agreement arrived at between the two countries which defined 
the terms and conditions on which Indian Life Insurance 
Companies could function in Pakistan. The main provisions 
of this Agreement were as under: — 

(а) Under the Pakistan Insurance Act Indian Companies 
doing business In Pakistan were required to keep a certain por- 
tions of their assets in specthed securities. According to the 
new agreement these investments were to be spread over as 
follows : 25% in Government of Pakistan securities, 15% in 
Government of India securities and 15 percent In Pakistan 
approved securities as defined In the previous section above. 
The Government of Pakistan agreed to allow a period of four 
years to Indian Insurance Companies to adjust their investments 
accordingly. 

(б) To inspire con^dcnce amon^ the policy holders these 
investments were to be held In trust and were to be located In 
Pakistan. The State Bank of Pakistan was to be the trustee 
unless by agreement aome other trustee was appointed. Arrange- 
ments were CO be made for the realization of interest on secur- 
ities held in trust. 

(c) Indbn Companies withdra%ving from Pakistan without 
doing fresh business were to be treated in the same way as non- 
Indian Companies in British India. Those withdrawing after 
doing further business were not to be freed of all obligations 
under the Pakistan Insurance Act. The Pakistan Government 
however, gave an assurance that in ease more ad verse conditions 
were to be imposed sutucient notice would be given and these 
conditions would not be imposed on companies which had with- 
drawn before. 

(d) The two Governments undertook to persuade insurance 
companies to make payment claims on hfc policies upto Rs. 2iXXl 
without insisting on succession cerciEcatcs but on the production 
of a guarantee or indemnity from two sureties. Succession 
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certificates granted in one countr7 were to be treated as valid in 
the other. 

(e) As regards the cases of policies which lapsed due to non- 
payment of premium on account of disturbed conditions, the 
governments undertook to persuade the Insurance Companies 
in their respectiv'e jurisdiccions to trear them sympathetically. 
Policies lapsing before the end of 1949 were to be treated 
liberally and revived. The Companies, however, could insist on a 
medical examination and also charge interest not exceeding 6% 
on arrears of premiums. 

29. Indian Evacuee Property Ordinance of June, 1949. 
In June, 1949 the Indian Government under the Evacuee 
Property Ordinance classified insurance policies of evacuees as 
evacuee property against all international convention and cmons 
of justice. The policies were vested in the custodian of Evacuee 
property. As a result policy holders in Pakistan were hard hit. 
They were not able to assign their policies or take loans against 
them no' could they or their heirs receive payments when the 
claims matured. The Insurance Compsnies requested the 
Government of India not to include insuran.e policies in the scope 
of the Ordinance, partly because they did not wish to lose their 
premium income from Pakistan and partly out of fear that 
the Pakistan Government might treat the immovable pro' 
petty of the Indian Companies as Evacuee property to 
compensate the loss to the policy holders in Pakistan. 
After devaluation a further ditficulty arose regarding the ratio of 
exchange according to which premiums from Pakistan were to be 
remitted to India and claims received. This difficulty has been 
met by a decision, on the part of the Indian Insurance Companies 
A.ssociation that the payment of premiums and policies should 
be in ‘Indian rupees subject to adjustments when the question of 
exchange was settled. 

30. Internal Organisation of Insurance in Pakistan : What- 
ever the -difficulties as ragards inter-Dominion relations in th^ 
matter, internal organisation of this business had to be looked 
after. Steps were therefore taken to complete arrangements tor 
the issue of licences to Insurance Agents and also regarding t e 
procedure of registration of companies. 

As regards the issue of licences it was decided to grant ante 
dated licences to such agents who applied for the pme be ore 
July 15, 1948. Regarding procedure for registration it was 
announced by the Superintendent of Insurance, that the compani 
should sub nit their applications for registration supporte y 
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documents, statements and certi6cates. together with proper 
receipts for payment of the registration fee as prescribed in the 
Act. 

The companies were also required under Section 7 ofthe Act 
to have sfatutory deposits with the Government on the basis 
as spe iiicd with reference to various kinds of insurance 
business. 

The position with regard to Provident Insurance Societies 
Was also made clear. It was announced that all such societies, 
registered under the Insurance Act 1938, or the Provident Insur- 
ance Societies Act, 1912, were required to register themselves 
again or renew their regl*tration in Pakistan, before June 30, 1948 

1 hua Pakistan is already a long way on the road to putting 
her house In order with respect to Currency, Banking and 
Insurances. 
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APPENDIX I 

Balance Sheet of State Bank of Pakistan and 
Reserve Bank of India 

Week ended January 5, .1951 
State Bank Reserve Bank 
BANKING DEPARTMENT. 


TIApiLITIES. 

'Glat)itEil paid up 
^Reserve Fund 
Deposits ; — ■ 

ia) Central Government 

ib) Provincial Government 
(c) Banks 

id) Others 
Bills payable 
Other Liabilities 


Rs. (in ,000) Rs. (in 000) 


Ttoal 


ASSETS 

^ Notes — 

Rupee Coin — 
Subsidiary Coin — 
Pakistan 
India 


*»» 

« « • 


Ipilts Purchased and Discounted 
; (a) internal 
■ ~(^) External 

(c) Government Treasury Bills ... 
, Balances held outside Pakistan includ- 
ing cash, ,;,“short term Sterling securi- 
.ties and Balances with R.B.I. 

Eoans and Ac^vances to Governments 
■'Other Loans and Advances 
Investments' - 
‘ Other Assets \ 

*v . ^ 

' ' V ^ Total 


3.00. 00 

3.00. 00 

62,75,49 

4,66,66 

9,07,47 

3,29,75 

12,92 

3,43,36 


5,00,00 

5,00.00 

1,62' 69,68 
10,52 75 
-57,06.92 
58,92,31 
6.81,97 
11,41,98 


89,35,65 

3,17,45,61 

6,15,63 

8,06,39 

5.29 

1,62 

~ 37 


— 

50,00 

5,67,53 

3,67,07 

48,61,26 

9,59,50 

15,17,52 

4,13,84 

1,99,09,77 

4,85,00 

4,28,39 

91,41,50 

5,50,58 

89,35,65 

3,17,45.61 


/ 
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S.B. 

R.E. 

LIABILITIES. 

Rs. 

Rs. 

Notes held In the Banking Depart-* 

' meat 

Notes in circulation 

Total Notes Issued 

6,1563 

1,97,05.96 

2,03,21,59 

8,06,39 

11,74,93,31 

11,82,99,70 

Total Liabilities 

2,03.21,59 

11.82.99,70 

ASSETS. 



L A. Gold Coin and Bullion 

Silver Bullion 

Sterling Securities , ... 

Government of India Securing ... 
India Notes Representing Assets 
receivable from the R.O.L 

B. Rupee Coin 

Govt, of Pakistan Securities 

4,20,71 

62,12,28 

13,26,89 

29,99,14 

4,27,93 

80,09,84 

40.01,71 

6,38,15.11 

58.2046 

Internal Bills of Exchange and other 
Commercial Paper 




Held with the R, D. I. Fending 
Transfer 




IL A. Gold Coins and Bullion 
Sterling Securities 

19.02 

3.06,12 


B. Rupee Coin 

Govt, of India Securities 

29,51 

70,10 

4,46,62,62 

Total Assets 

2,03,2139 

1142,99,70 


R«tio of Tot»l of A to Ujbllidei 


58J3 51J26% 
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APPENDIX II 


Balance Sheet of the National Bank of Pakistan 
as on 31st March, 1950 


LIABILITIES 


RUPEES 

Authorised Capital 

• • • 

6,00,00,000 

Issued and Subscribed Capital 

• • • 

1,55,50.000 

Called up Capital . 

• • • 

38.87,000 

Reserved Liability of Shareholders 

■ • • 

1,16,82.500 

Deposits 

t • « 

1,51,33,000 

Borrowings from S. B. of Pakistan 

* • • 

2,03,41.887 

Intet'Bank Call Loans 

• • • 

1,25.00,000 

Sundries 

• • • 

1,85.861 

Profit and Loss Account 

• • • 

1,564 

ASSETS 

Investments 


1,36,17,050 

Cash credit and overdraft 

t • • 

3,63,22,896 

Preliminary expenses 

• • • 

99,962 

Dead Stock 


2,05,502 

Sundries 

• •• 

22,652 

Cash in hand 

• • • 

11,89.893 

Balances with other banks 

• ♦ • 

5,65,001 

Total working Funds 

• * • 

5,20,50,701 



CHAPTER XXIII 


Price Trends, 

1. Introduction: Prices play a very fundamental part in 
the working of an economic system# especially a system which 
involves freedom of enterprise. They regulate produtlon. 
consumption, exchange and distribution of goods and sccrviccs. 
On the production side they arc the indicators of the channels 
into which the various productive resources must be allocated. It 
is they which guide the activities of the producers by helping 
them on the one hand In assessing the costs involved and on the 
other In measuring the gross Incomes that they can expect from 
their respective enterprises. To the consumersi again, they arc 
a guide in the matter of spending their incomes over a variety 
of alternative consumer’s goods available. Further they help in 
the adjustment of the aggregate demands of the community 
to the available aggregate supplies and thus help in the rationing 
of the supplies in accordance with the pulls exercised by the 
consumer’s demands* 

By controlling* the movements of prices the community can 
control the whole working of the economic system. Thus prices 
on the one hand arc an expression of the working of economic 
forces within a country and on the other they arc an agency 
through which the working of those forces can be controlled and 
diverted into predetermined channels. In a planned economy 
also prices can lx used as an effective organ for carrying out the 
purposes decided upon by the planning authority. In a free 
economy, prices control economic forces and in a planned 
economy the working of economic forces is controlled bycxcrcis* 
ing control over prices. 

of of fcasfc 

in Economics, 

2. Influences Determining Prices : Broadlyspcaking there 
ere two sets of inQucnccs which determine price mov'cmcnts. 
On the one hand there arc the institutions and policies which 
regulate the flow of purchasing pow«T into the hands of the 
people wlv:thcr as currency or credit instruments and the rate at 
which these Instruments change hands In the process of serving 
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as media of change. The Central Bank as regulated by the law 
of the land, is now universally recognised as the currency 
authority while the credit instruments are within limits under 
the control of other banking institutions. The rate of the 
circulation of these instruments of currency and credit is 
determined by a large number of factors among which are 
communication facilities, cuirency and banking habits of the 
people, the degree of confidence in the prevailing system of 
production and finance etc. This is what may be called the 
supply side of money, As against this, is the demand side for 
money, which is represented by the amount and varieties of 
goods and services available for exchange and the rate at which 
they pass from hand to hand in business transactions. 


Disturbances in prices, therefore, can arise either , because 
units of purchasing power have increased in greater proportion 
than goods and services available in the country for exchange; 
or assuming that the volume of instruthents of exchange have 
remained constant, there has been a fall in the tempo of produc- 
tion or there has been destruction of goods bn account of one 
reason or another, thus creating relative scarcity of exchangeable 
commodities. These influences may affect both the money and 
the goods sides either in the same direction or, in the opposite 
directions. Thus they may either neutralise their respective 
effects on prices or accentuate them. , 

It is through the controlling of these influences coming from 
either the supply or the demand side that it is possible to control 


price movements. 

3. Social Consequences of Price Fluctuations : It is 
necessary for the healthy and smooth working of an 
system that price movements should be kept within 
limits. This is so because abrupt changes in prices crea 
reaching distortions in the economic system and _ 

redistribution of real resources among the so 

injustices to some classes and extra gains to others. 4}mn of 
because money is a measure of values as well as a me 
exchange. Rising prices mean fall in the value or mon 
hence reduction in the resources in possession or prices, 

incomes do not rise in the same proportion as the rising p 
Similarly a fall in the level of prices increases the com g^me 
resources of those whose money incomes do not tall ^ 
proportion as the fall in prices. Thus rising prices are g 

able for people with fixed incomes and falling prices 
of gain to them. To the business community rising ^ , more 

great advantage, because they enable them to com 
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money at the time of jellinB their woods services as compared 
with the money they spend os costs of production of those goods 
and services. The effect of falling prices is just the opposite so 
far fls these people arc concerned. Apart from these distributive 
effects, too frequent and too abrupt changes in price levels up* 
set nil calculations of those who arc engaged in productive enter- 
prises, thus creatine a general sense of instability and Insecurity 
in the economic system, which Is most deleterious to economic 
progress. 

4 Indian Price* During the I9lh ccutary.— Until the 
coming of the railways and establishment of trade links between 
diifcrcnt parts of the Indian subcontinent one can hardly 
speak of any general price level existing in this part of the 
world. Even when speaking of a single commodity we can only 
refer to local prices which showed enormous disparities. More- 
over, price staciselcs during the first half of the century svcrc 
almost entirely absent. On the whole, however, we arc told 
that there was a downward trend In prices during the first half 
of the century. After 1850 pri«s in India began to rise in 
sympathy with prices in Europe, this trend having been caused 
by gold discoveries In 1848. Gold svas diverted to India after 
1856. Prices in India, however, varied from year to year and 
locality to locality in response to variations in harvestsV 

Between 1861 and 1865 due to the American Civil War 
and consequent diversion of British demand for raw cotton 
from America to India, cotton exports brought in exchange 
greater imports of gold and silver. There was an increase In 
the circulation of the currency and in the incomes of the people. 
The average rise In, prices has been estimated at 50 % during this 
short period.* Coramodirles that rose above this average were 
rice, rsgi, cotton, silk, oil seeds, wtx>i etc. 

During the next seven years 1866 to 1883 the prices fell, 
the being to the extent of over 30 percent. The 

rise was mostly confined to food grains and raw sugar. The 
main factor was the great famine of 1876— 78. The fall in 
general prices was partly due ro the reaction against the rise In 


L ^ B-ij Narafo,*' the ptia ei 

»3o: lo 1552 «ri« I I«t} thta 8 tooti « naond ; In lS53 It tenets * 
TUpMjUirbt foJo»In* r«if w I fspe«i .....Pakpitan, Dfpalpore tai /fc* 

the jtoe ihitricr (Mastpse.-;) bat la 1349 wheat sold *t <L tten 
in ^kapua while t‘-e aearare qsantltr, obtainable (ot » tspe*'^ 
Ku.'ratadDipalporeirtt23i aeert." India Before the Crlies- 
C) CcTTfoertnapricwlalniaiVatilaad Idunnjio. 
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the earlier period when the artificially created demand for 
Indian cotton disappeared after the American Civil War ended. 
Partly the falling prices in India were a counterpart off all in 
prices in Europe especially after 1874 due to increased produc' 
tion as a result of technical developments on the one hand and 
adoption of gold standard as rest of expansion of silver currency 
showing down in the development of banking etc. on the other. 
Due to the fall in the gold price of silver, however, the decline 
in prices in India was arrested earlier than in Europe. Moreover 
the famine of 1876 to 1878 led to increased circulation of rupees 
in the face of lower production. 

The ten years from 1883 to 1893 again showed a rising 
prices trend. Prices rose on the average to the extent of 33%. 
Production of silver had definitely outstripped the production 
of commodities by 1885. Apart from local scarcities the 
seasons were on the whole good and one might have expec't 
ed a fall in the prices especially of food grains but the greater 
imports of silver put more purchasing power in the hands of 
the people. There was a considerable increase in the coinage 
of rupees (by over Rs. 20 crores over the period. 

The period of high prices came to end in 1893 and prices 
fell during the six years' that followed, the average fall being 
17 %. Food prices rose during this period due to the famines 
of 1896, 1897 and 1899. But this rise was more than compensa- 
ted by a fall in the price of raw materials and manufactured 
goods. - Production was increasing more in proportion to the 
increase in the media of payments* From 1893 onwards Indian 
mints were closed to the free coinage of silver which put 
arbitrary limitations on the increase- of currency. Circulation fell 
from Rs. 132 crores in 1893 to 122 crores in 1898. 

b— Prices Before World War I. 1899—1914, Prices rose 
slowly during 1883 — 1893, and having received a set back during 
1893 — 99, took "again an upward turn which' became quite 
rapid after .1905 until the outbreak of the World War I 
accelerated their pace still more. In 1908 Mr. Ghc khale drew 
the attention of the Government in the.' Imperial legislative to 
the abnormal rise in prices that was taking place. He attribute 
ed it to the heavy coinage of the rupee. While the 
circulation- were estimated in 1898 at Rs. 130 crores, by IWo 
'Gokhale pointed out there had been a net addition of over 
Rs. 100 crores and hence the rise in prices. The pr^ess accord- 
ing to’ Ghokhale was that rupees issued by the Government 
went ‘ into the interior arid" did not flow back to centres or 
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trade quietly cnoush. Hence more rupees had to be issued 
and this resulted Ingrowing Inflatlomry trend in prices The 
index number of wholesilc prices (I873~I00) stood at 104 In 
1S95» at 110 in l905 and at 147 In 1914 

It was to invcstigarc the causes of this rise in prices that 
Mr. K* L- Datta (an ofBccr of the Finance Department of the 
Government of India) ivas appointed In His report issued in 
I9l4) Mr, Ditta attributed the rise In prices to tnosets of causes 
(a) World factors (h) Factors peculiar to India To the former 
category belonged cause such as Increased demand for and 
decreased supply of staple commodities, increased gold produC' 
tion, destructive wars and Increasing armies. These factors in- 
fluenced Indian prices because India was switched over to the 
cunenev gauge of the rest of the world by adoption of gold 
standard after 1893. Among the causes peculiar ro India accord- 
ing to Mr. Daitawcrc shortage in the supply of agricultural 
products especially food grains (due to population growing 
faster than production, unseasonable rainfall substitution of 
non-food for food crops and extension of cultivation to in- 
ferior Unds) , increase in the demmd for these commodities, 
development of railways and other communications of India and 
lowering of transport cost of sending goads to foreign c mucrtes, 
increased credit and banking facilities and increase in the volume 
of the circulating medium Mr. Dt n further found that the 
rise in prices in India was greater than In most of the Curopcan 
countries and U. S. A. 

The Government of India did nut accept Mr. Djttas 
conclusion that there hid been a fall m production uf food 
Trains since the canal irrigated area had doubled Itsslf during 
the period under consideration and the area under non-food 
crop was too Insigniflcant to have had much effect on food 
production They attributed the rise In prl es to world factors 
and CO Increased credit. Out the use of credit was not common 
enough to have slgnlfican’^ Influence in price As regards the 
world factors this view does not explain whv p-iccs rose more 
in India than in other countries Dr. Ansmv attribu-ed the 
greater rise m Indian prices rothe diffcrcnlial price changes of 
great groups of commodities caused b> fictots unich oporared 
ihrouchout the world as a whole**' Before World War I the 
world trend was towards a relatively more rapid ris<- In the prices 
food stulTs and riw materials as compared with those of 
manufactured goods After J9I4 the trend was in the oppofitc 
direction. Since cmmoditiei traded m India were predomlncnt- 

(I) V Aof-et > Eco«osntc Indu (19J9X P. ■f'*' 
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ly of the food stuff and raw material group while those oh 
burope belonged to the category of manufactured articles, prices 
rose more rapidly in India before World War' I and less rapidly, 
compared to European countries, after 1914. 

But this argument fails to convince when we notice that 
prices in agricultural countries like Canada and Australia did 
not rise to the same extent as they did in India. In fact prices 
in those countries rose less than in countries like U. S. A. Britain 
and Germany. It would appear that while individual com' 
modifies were influenced by the peculiar circumstances of their 
supply and demand the common factor operating on all was 
the increased volume of money in circulation. We are there' 
fore inclined to agree with the explanation offered by Mr. 
Gokhale. It has been estimated^ that during the period 1899 to 
1913, while production increased by about 43%, currency in 
circulation increased by 99% as against the rise in general index 
of prices of 58.4%. This is perfectly in conformity with the 
formula that “ the increase in prices and the production of' 
and trade in goods together should give us the total increass in 
circulation.^ 


6. Prices During World War I (1914— 18).— Prices rose' 
during the war in India as elsewhere, but not so steeply until 
the end of 1916. The index number for 1916 was only 12 
percent higher compared to 1913. In fact the prices of local 
product was lower, the rise being mainly due to imported 
articles which rose by 24%. There was a steep rise during 1917 
but again mostly in imported commoditions which stood 
54% higher than prewar. During the last year of the War 
there was a rapid rise in the general level of prices the 
wholesale index arising from 121 in October, 1917 to 113 
in December, 1918. The greatest rise took place in the 
case of imported commodities like cotton piece 
cotton yarn, iron, coal, sugar and Kerosene. Prices of food 
grains remained low because of the prohibition imposed on 
their export. Raw materials suffered due to closing of the 
continental markets due to War. The terms of trade thus 


moved against the country. 

, This upward movement of prices was partly due 
political and economic policies of the Government, riug 
amounts of materials were purchased for war purposes J^t 
Indian market. Loans aggregating to Rs. 130 were raised ana 


1. Vakil and Muranjan ; Currency and Prices in India p. 333. ^ , 

2. Ibid. 

3. See chapter XXI tection. 
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the basis of the securities thus created larcer credits were Issued 
by the banks. To meet deficits In the Budcct. Trcisury Bills 
were Issued which further broadened the basis for credit ex* 
pension. 

As rcRards Individual groups of commodities the main 
reason for the higher rise In the prices of Imports was the 
difficulties of Importation due to loss of markers, high freights, 
Import controls and general scarcity of consumer goods in the 
countries of origin due to diversion of production to purposes 
of War. The exports did not show as much rise because of 
exports control, prohibitions on food gnms and loss of Im- 
portant markets 

Prices In India, however, rose less than prices In foreign 
countries. Normally this dispanty would have been corrected 
by encouragement of exports, discouragement of imports of 
commodities and greater Importation of specie which would 
have raised prices In India. But Import of specie w is drastically 
restricted and exports were artificially limited by Government 
control. Fufchcc the Oovernraent purchased Its war needs in 
India at contracted prices which were much lower than the 
foreign prices c.g. products of textile, leather and iron and steel 
Industries. Finally the exchange policy of the Government also 
tended to keep prices lower. After 1917 the rise In the price 
of aUver and consequent melting down of rupees forced the 
Government (who had so far kept to the old parity In 
spite of the greater demand for rupees) to a lo.v the exchange 
rate to rise. This rise In exchange also prevented the internal 
prices to rise to the level they would hive done If the rate was 
kept down at the old level. The undervalued rupees would 
have stimulated exports and discouraged imports and thus u ould 
have resulted in higher internal prices. But the exchange policy 
of the Government did Import a greater stability to the internal 
prices. 

The net result of these divergent movements in the prices 
of Imports and exports was that the miss of the people parti- 
cularly the agricultural classes got less for the products in real 
terms. The commodites they had to purchase like cotton, 
cloth, Iron, kerosene oil, sugar ctc» rose more In value than the 
goods they had to sclL The Industrnlltts as a chss were 
benefitted since they got cheaper raw materials and sold their 
products at higher prices. The wage earners go: steadier and 
fuller employment though their wages did not rite In the same 
degree as prices. The salaried classes and the people belonglnr 
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to the fixed income group were vvorse ofF since their iticomW 
lagged behind the rising prices. 

On the whole the war stimulaled economic activities and 
considerably increased productive capacity in the industrial sector 
of the economy. 


7. The Post-War Decade 1919 — 1929. — For a time even 
after the end of the war prices went on rising until they reached 
their maximum in 1920. After that year the prices began to 
to decline. The Index Number of whole-sale prices (1914=100) 
fell from 201 in 1920 to 159 in 1925 and 141 in 1929. Indian 
prices, however, fell less heavily than prices in U.K. and much 
less heavily than in U.S.A, The British Board of Trade Whole- 
sale Index number (1914= lOO) fell from 295 in 1920 to 140 in 
1928 and the Index Number of American prices (1913 — 100) 
226 in 1920 to 97 in 1928. 

The fall in world prices during the post-war decade was 
due to several factors. Among these were a reaction against 
war time inflation, deflationary policies followed by certain 
Governments in their attempts to restore pre-war exchange 
ratio, war exhaustion and lower consuming power of the people 
in theTace of increased productive activity. 

The fall in the prices in India was partly in sympathy with 
world prices and partly it was due to the policy of deflation 
and currency contraction followed by the Government Greater 
increase in imports than exports due lo war time pent up 
demand created on adverse balance of trade which was met 
by the sale of Reverse Councils h Currency was contracted to 
bring the exchange rate to Is. 6d and to maintain it there. 

Prices, however did not fall uniformly in the various 
commodity groups because factors influencing individual 
' commodites were also at work for instance the price of food 
grains fell more than the price of goods like sugar, tea and cloth. 
Sugar the price of which had risen the highest during the war 
maintained its price at a high level the longest except as regards 
cotton cloth which maintained itself at a high level still longer, 
resulting in a drastic fall in its consumption. While 
became cheaper due to good harvests other food stuffs like 
milk, ghee and vegetable oil maintained comparatively higher 

The prices on the whole fell slowly though' steadily 
this period. The fall, however, became precipitate after 
which ushured in the period of world wide Depression. 


(1) See Chapter XXI. 
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8. The World Wide Depression (1929-1939). • We have 
colled thc.wholev decade before the out break of the ^orld 
War II 08 the period of Depression because prices on the whole 
remain at low levels during this period. But within the period 
their were upwards and downwards trends indicating partial 
recovery ond recession. The fireatese depression, however, 
occurred between September, 1929 and March, 1933. Then 
there Was 0 partial recovery from April, 1933 to August, 1937 
followed by a recession tvhlch lasted for September 1937 almost 
right upto the out break of the svar In August, 1939. 

The world wide Depression was due to a large number of 
tiomplex causes acting and reacting on each other, partly 
economic and technical, partly monctarv and financial and partly 
political and psychological. Among the economic causes svcrc 
fechnfcal snd biological dl<eotvf/es as appUed co aprlciijascc 
and Industry resulting In a rapid Increase in production during 
the decade following the World War I especially in the field 
of agriculture. The demand for agricultural good^ being pro'V 
erbiolly inclattlc n sudden Increase in supply was bound to 
depress agricultural prices and incomes inordinately. This 
fall In the purchasing power of the agricultural masses reacted 
on the demand for manufactured goods at a time when tcchnb 
caradv3ncc.s In the industrial sectors of the producing countries 
had Increased production potenthlities enormously. The In- 
dustrialists reacted to the falling prices by limiting their produc- 
tive activities. This slowing down of Industrial production 
In ad|ustmcnc to lower demand Involved large masses of in- 
dustrial workers In unemployment. This meant still more 
contraction of the purchasing power and still greater fall In 
demand for Industrial as well us agricultural goods which 
rc-cnforccd the process of falling prices. 

This was the broad pattern in which may he fitted the 
local derails which received colour from reactions of the Govern- 
ments and the people concerned to these broad Influences. 

The sudden collapse In the Wall Street (the stock exchange 
of New York) was due to the rcallsiilon on the part of the 
Investors that the abnormal boom in prices of shares and stock 
that had taken place by autumn of 1929 was not iu«tlfied In* 
the real earning capacity of the enterprise! represented by those 
fhtrts and stocks. A feverish sale of shares brought down 
their prices with a bang and ruined many fortunes. This 
gaveanadc shock to the filth of the invciring public Inside 
ond outside America In the strength and srabllity of the 
American economy. This started the process of lower in\*en- 
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ment, lower production, lower increase, falling demand, - falling 
prices and increasing unemployment and again lower incomes 
etc. 


As export markets contracted each country tried to 
reserve its own market, and in the case of Imperialist Powers 
the markets of territories under their control, to the goods 
produced by their own economies. While every country tried 
to export as much as possible to keep their productive system 
at some level of activity, they adopted policies with a view to 
exclude foreign imports. This arose tariff walls, exchange 
restrictions, quota systems, imperial perferences etc all result' 
ing in progressive contraction of both imports and exports, 
because what are exports of one country are imports of another 
and you cannot discourage the one without discouraging the 
other. The net result was a serious contraction in inter' 
national trade a craze towards self sufficiency and consequent 
production inefficient and hence wastage of world resources 
along with contracting production and mounting unemployment. 
The policy of selfsufficiency was further reenforced and justh 
fied by the defected or disgruntled natures of the World War I 
who were planning another world war to rectify the supposed 
injustices done to them. Thus economic factors were intermixed 
with political designs. 

Another set of factors complicated the situation still 
further. The World War I and the Peace Treaty that followed 
had left the legacy of War Debts and Reparations. War debts 
were owed by the European Countries to America and Repara' 
tions were imposed by the Treaty on Germany to compensate 
the damages caused to France. The creditor countries, therefore 
were U. S. A. and France. Since these countries, especially 
U. S. A. refused to accept payments through the process of the 
debtors creating an export surplus in their favour, there had to 
be a flow of gold to settle these debts. This resulted in the 
concentration of § of the world’s monetary gold in these two 
countries mainly in America, This depleted the gold reserves 
of the ( entral banks in the debtor countries forcing them to 
adopt policies of deflation, The creditor countries received 
gold but did not allow it to influence their prices in the up- 
ward direction, which latter step would have automatically 
corrected the position by encouraging imports, discouraging 
exports and thus resulting in an outflow and redistribution o 
this gold in the world. The deflationary policies necessitated 
by this situation re'enforced the downward pressure on price 
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due to economic and political cau$e5i already described and 
deepened the Depression still further. 

9 Depression in Indlo.—An important feature of the 
fall in prices ivas that the prices of primary products especially 
afirlcultural commodities fell moat steeply then prices of manu' 
factured goods. This was quite natural because supply can be 
adjusted to demand much more easily in manufactures than 
in agriculture. Moreover demand for agricultural goods is 
much less clastic. In the case of India an additional factor whl^ 
reduced the net income of the agricultural classes was the 
rigidity of the costs of production of the ogrlculturisr. In 
countries where agriculture was mechanised the farmers benefit* 
ed from the reduction in the cost of his equipment due to the 
fall In the price of such equipment. But the elements of costs 
in a primitive economy like India— land revenue, interest on 
borrowed money, cose of cattle etc. did not comedown much. 
The ngrJcuIrurlst thus suifered in two ways le., due to excessive 
fall in prices of his produces and high costs of his production. 
Apart from this he suficred because the terms of trade turned 
ngilnse him, since the prices of the arclcles of his consumption 
fell much less than the prices of articles he had to sell 

’ This is indicated by the relative fall In the prices of Imports 
(mainly manufactured orcicici) and exports (mainly agricultural 
.•aw materials) t— 

Index Number of Wholesale Prices Calcutta series (July 
1914=100). 



Exported 

articici 

Imported 

•tticlei 

percentage fall 
compared to Sept. 
1929 

Exports Imports 

September, 1929 

133 

150 



December, 1931 

81 

124 

39 

17 

December, 1932 

69 

115 

48 

23 

Mtrch, 1933 

65 

110 

51 

27 
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^he fall in the prices of individual Commodities between 
September, 1929 and March, 1933 was as under : 


Commodities 

. Rice . 

Wheat- f 
■ Tea • ■ , ■ 

. Oilseeds 
Jute raw - _ 
Cotton; raw 


■ percent' . * , 

■ age fall ; Commodity, 

. ' 58 i . Hides and Skins - 

-34., Jute manufactures 
j 46 . Cotton manufactures- 
r63 Metals 
. 58 - Sugar 
46 ■ ■ All commodities 


Percent' 
age fall 

50 
44 
30 
.29 
23 
43 ■ 


It is clear that the fall vvas much heavier in the case of 
agricultural commodities especially raw materials. ' While prices 
of agricultural commodites fell by, over 50% it is estimated that 
costs did not fall' rhore thari'from 15 to 20 percent. This seriously 
reduced' the-piirchasing power of the agricultural masses. The 
value-of total production fell from Rs. 1,021 crores in 1928'29 to 
Rs.‘474 crofes'in 1933'34— a fall of 53.6 percent. In consequence 
the 'burden' of rural' debt in terms of real produce got more than 
‘doubled. \Mahy agriculturist's found it impossible to make both 
ends meet arid - lived on past savings through the sale of the 
gold and silver ornaments of their women folk. Hence the large 
exports -of"gold from the '.country which was an important 
pheriomenon of the period; ■' : , 

After reaching its lowest leval in March, 1933 the index 
number of wholesale prices steadily .rose. In March, 1933 it 
stood at 82, in March, 1934 at 88 around which level it fluctuated 
during the year 1934-35. By April, 1936 it had only advanced by 
two points to 90 and by April, 193? to 94 and then by a quick 
spurt it attained the level of 105 in August, of the same year. 
Thus, the rise was slow though steady and recovery was only 
partial. The'disparity between agricultural and industrial prices 
was to some degree rectified.. •' 

' ' This partial recovery during the period from March, 1933 
'to'A'Ugust, 1937 was mainly -due to world causes which increased 
the demand for Indian raw materials. .These causes were deplc' 
tion of previously accumulated stocks of regulation of production 
under various restrictioriist schemes,' currercy devaluation 
among the countries of the gold block and the. .cheap money 
policy followed by way of ' achieving greater industrial activity. 
Another factor .that was at work was the heavy armament 
penditure during the first half of 1937 due to war fear. On 
the whole no substantial improvement took place in the 



CURRENCV BANKING AND INSURNCE 


585 ^ 


economic conditions of the agricultural masses in 'India. The 
period was, however, characterised by various kinds of relief 
measures taken by ths Government to assist the agriculturist in 
improving his economic position. Legislation was passed to 
relieve the burden of debt and regulate money lending, to 
Improve agricultural marketing and seeps were taken under the ‘ 
various schemes of rural reconstruction. A Crop Planning 
Conference was convened in 1934 but it led to no results. 
There was agitation for the devaluation of rupee to.stimuIate 
exports but the Government stuck to the old ratio. 

After August* 1937 the fall in prices ushured In a period of 

recession. The index 

series ns before) fell fre . .* ■ 

1933 its lowest point of * • . • 

point during the follow! • • ‘ 

and rose to 100 lust before the World War )i broke out,* Thus 

after all these fluctuations the price level attained the same 

position as it had before the out break of World War I. • E-xport 

prices again fell more than Import prices during this recess and 

barter terms of trade turned against the country. , ** 

The recession started from U.S.A due to a sharp fall ln; 
the prices of primary commodities commencing from April, 
1937 and gathered momentum In later months. The fall In 
prices was the result of speculative purchase of raw materials 
under the fear of prospective shortage. This was tc-enforccd 
by gold scare in U.S.A. and warning uttered by President 
Roosevelt that prices were rising too quickly. The general 
nervousness caused banks to restrict credit facilities. ' In India 
the slump was accentuated on account of the fall in deniand on 
the part of Japan for Indian Colton due ro Sino'Japancse 
activities. The fall in Prices had adverse effects on the balance 
of trade incomes of the agricultural classes.' Public” finances 
were also badly affected and consequently taxes had to in' 
creased and expenditure curtailed through various measures of 
retrenchment. These measures in their turn adversely affected 
inJunrial enterprise and increased unemployment. A few 
months prior to the war, however, the recession seemed ro 
have spent its force and prices improved mainly due to fncrcaj' 
ing armament activity. The svar in September, ' 1939 ushured 
in a new era of rising prices thou^ slowly in the earliar yearr. 

10. Prices During WerM War If 1939'I945.— 

U'as t speculative rise in prl^ after the declaration of 
Scptcmb:r, 1939. The very expectation of hig her prices 
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prices. The Calcutta Index Number of wholesale prices rose 
trom 115 in September, to 139 in December, 1939, but again 
came down to 115 by June. 1940. The price level ,in December, 
1940 was lower (129) as compared with December, 1939. Similar 
trends were shown by the Economic Advisers- Index Number 
started after the outbreak of the Wat. The general average of 
this senes (weak ending August, 139=100) was ,108.2" for 
September, 1939, 137.8 for December, 1939 and 115.2 for 
December, 1940. 


During 1941 prices again rose but on the whole slowly. 
The U. Kingdom had started buying goods sand equipment 
for the troops from the Indian Market. These purchases on 
the one hand increased currency in circulation and on the other 
created scarcity of goods. By the end of the year the index of 
wholesale prices had risen to l43.3—a higher level than the 
speculative level of December, 1939. 

, t 

In December, 1941, Japan stepped into the war on the 
side of the Axis. The sphere of war was mot only extended 
but war was brought to the very doors of India. India became 
more definitely the arsenel for war supplies to the Eastern 
theatres. Prices rose rapidly. By December, 1942 the Economic 
Advisers* Index Number reached almost 185. With the occupa- 
tion of Burma by Japan, an important source of food grains, 
(rice) for Bengal became inaccessible and led to the famous 
Bengal famine'*^ of 1943. 


The Index Number of wholesale prices rose to 234.8, in 
December, 1943 and 349.2 in December, 1944. Calcutta Index 
Number food grains reflects the position more accurate. It rose 
from 152 in June, 1942 to 447 in 1943. 


The General Index Number (Economic advisors) remained 
in the neighbourhood of the level reached in December, 1944 
during the succeeding months with a slightly down ward trend. 
It stood tt 247.8 in March, 1945 and at 244.1 in August of the 
same year when the war ended. But for the various controls 
introduced by the Government prices might have risen still 
higher. We shall come to these controls presently. 

The table given below indicates the percentage rise in 
prices of various groups of prices over the entire war period. 


(1) We ahal? in future refer to this new series which is more sdentlficallf 

(2) For details of the Bengal Famine see chapter XI sections 6—12. 
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Tercenttge Hte over the Itit weiV of Aufutt, 1939 


Commodldei 

AtrUultnrtI cotamoJhiei 

Riw m«tcrl»Ii 

T laftuficmrei 

Chief Expotti 

Susar 

Keroiene 

Cotton manuftaurei 
Food artlclei 
General Index 


Br Dec. B? Dec. Bt Dec. By March By Au 2 


19fZ 

19« 

1944 

19«5 

1946 

+ 79 

+161 

+274 

+174 

+'6S 

+ 71 

+ 89 

+l'0 

+20? 

+221 

+t?i 

+152 

+157 

+554 

+143 

+ 72 

+!34 

+143 

+150 

+143 

•F 10 

+ 51 

+ 67 

+ 67 


+ 91 

+ 78 

+ 75 

+ 75 


+3H 

+292 

+185 

+174 

» .• 

+ 85 

+143 

+231 

+134 

139 

+136 

+H9 

+14? 

Hi 


It will be seen that prices of ogricultural commodities were 
n6t left behind those of manufactures in this war as happened 
In the first world war. The barter terms of trade were on the 
whole favourable. Prices of cotton manufactures after reaching 
abnormal heights In 1942 and 1943 came down to the level of 
agricultural prices in later years prcsumablv due to Increase In 
production. Necessities of life like sugar and kerosene oil kept 
within moderate limits. The general average of food prices does 
not reflect their real height firstly because food scarcity was 
unequally spread due to transport dilEcuItics and secondly because 
the Index Is based on controlled prices. Actual prices were 
mudi higher. 

The strain of high prices on the working classes Is indicated 
by'jShc rise In the Index of cost of living : — 

Working class cost of living Indices 
August 1939—100. 

Bombay Lahore Cawnpur. 

1941 122 I2I 122 

1943 231 282 306 

1945 235 291 30S 


.In spite of the attempts of the government to keep prices 
down through the institution of controls prices in India rose 
much more than many of the other countries especially tbojo of 
the Brltlih Commonwealth and U.S, A : — 


Percentage rise of prices ljuly 1939~ 100) 


Country 

Tourth 

19-!1 

quarter of . 
1942 

1943 

, 1944 

India 

+54 

+125 

+216 

+199 

U.K. 

+5S 

+ 64 

+ 65 

+ 70 

Canada 

+29 

+ 34 

+ 41 

+ 41 

South Africa .. 

+30 

+ 39 

+ 56 

+ 56 

Auitralla 

+ 19 

+ 34 

+ 35 


U. S. A. 

+:o 

+ 33 

+ 37 

+ 39 
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Thus not only the absolute rise in prices in other countries 
was much smaller than India the prices kept more stable in the 
former countries. This was not due entirely to the smaller 
increase in the currency. Currency in circulation and deposits 
increased in other countries also but prices were kept down 
there through successful control measure. Such measures failed 
to achieve their objectives in India we shall see. 

The table below compares the increase in currency, deposits 
and prices in India with some other countries : — 




(July 1939 
mo 

full yr. 

=100) 

1944 

4th 

quarter 

■ 1945 
4th 

quarter 

1946 

4th 

quarter 


" Notes 

132 

567 

686 

705 

India 

Dcpvjsits 

112 

461 

509 

532 

1 

Prices 

120 

299 

280 

295 


r Notes 

113 

234 

263 

260 

U. K. H 

I Deposits 

120 

238 

263 

251 

1 

L Prices 

139 

no 

173 

175 

I Norcs 

163 

600 

664 

644 

Canada A 

Deposits 

126 

279 

303 

— 

1 

i Prices 

114 

140 

142 

• •• 

1 

^ Notes 

116 

469 

538 

531 

U. S. A. 1 

I Deposits 

118 

212 ' 

221 

217 


Prices 

104 

139 

143 

99 ^ 


Thus the disparity in the increase of the circulating media 
Was smaller than in the rise in prices. This was partly due to 
the fact that production kept greater pace with increased money 
in other countries than it did in India and partly it was the 
consequence of more successful control measures in those 
countries as already noted. 

11. Causes of War Time High Prices. — The main causes 
that led to the excessively high prices in India were: falling off 
in imports especially of food grains from Burma and cloth from 
Japan » increase in exports to the war theatres in the Middle 
East and South East Asia, diversion of productive resources 
from the civilian sector to the war sector of the economy, 
transport bottle necks and the hoarding of commodities on the 
part of producers, middlemen and consumers. This happened 
at a time when the purchasing power in the hand of the 
people was increasing at an enormous rate due to the issue ot 
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notes In India agaimt the sterling securities Iccpt in' London*, 
in lieu of the goods and services supplied by India to hfs 
Majesty's Government and the Allies. 

That inflation was primarily due to increase in note 
circulation against sterling securities in London is evident from 
the table given below : — 


Average for® : 

Notes In 
Circulation 
Rs. Crorcs. 

Pcrccntaec 
of gold and 
sterling 
securities 
to notes 
Issued. 

Index Numbers 
August 1939=100 

Notes in Wholesale 
circulation, prices 

August 

1939 

170 

18 

100 

100 

December 

1910 

' 219 

60 

129 

138 

December 

. 226 

67 

133 

111 

December 

1911 

301 

78 

178 

111 

December 

1912 

561 

75 

329 

185 

December 

1913 

822 

91 

183 

285 

December 

1941 

991 

93 

- 585 

249 


Prices, however, did not rise in the same ratio as the 
increase In notes in circulation. Much of the superfluous money 
lay Idle in the banhs. 

^ I • ■ ' Scheduled Banks’ 

Rs, Crores. 


, 

Demand 

Time 

Total 

Percentage 
of advances 


Liabilities. 

Liabilities. 

Liabilities. 

and Bills 

1939-10 

132 

102 

234 

Liabilities. 

535 

1912-13 

306 

101 

410 

23.8 

1913-11 

156 

142 

593 

265 

1911-15 

534 

194 

773 

30.2 

19th Oct. 1915 

653 

262 

920 

285 

Petcentste 1 
change darlnsl 
the period. J 

- -fUM 

•fl57 

-b293 

— ^6 


n) For drtilli tbout tK!t nethodt of *ir finiactf plrtrr rrlcr tocfii;<«r 
XXI Secrieu) 5?. < 

ril ^(oothlr S:aUf>!iQi! Soatattr i TUtrtrt 0<nk of 
0) R**rrr« Dtnt Rrjcf t ca Qrreacr •'id V 
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It clenrinfr house return? mny he regarded as demand 
a.’POi,ts in nctivc u!,- t!ic vclociiy of circulntion of the depositi 

,’"n, ,‘ilyiainfr clic clcarini; liouie returns by 

linbiiittci, Tfd? }■; done below; 


may be 
demand 


In crorcs of rupees 


Vv:(t. 

Clearing House 

Demand 

Velocity. 


Return^. 

Liabilities. 


(o) 

(h) 

a-rh. 

l.h«3 

124 

15,3 

1939<40 

2.221 

133 

16.7 


2.6 id 

3C6 

9,2 

194T45 

5,219 

585 

9,0 


In nJditi'on silver rupees were hoarded in larRC quantities. 
All these factors did not allow prices to rise in the same 
proportion to increase (n the note issue. It was after the end of 
the war that thh potential purchasing power had its full effect 
on prices ns we shall see. 

On the ^r.oods fide tiicrc was a general scarcity of goods of 
civilian use. The scarcity of goods v.'as due to ; — 

(a) Shortage of food supply. When the war broke out 
India was importlnn from li to 2^ million tons of rice from 
Burma, Malaya and Thailand. With the occupation of these 
courrtrics by japan in IP*?! these sources w’ere no longer available. 
The production of rice in the country was lower in 1942-43 than 
the pre-war level. On the other iiand e.^ports of food grains 
continued to Iraq, Bahrain, Ceylon and South Africa. 

(h) Shortage in Manufactured goods. This was due both to 
decreased imports and decreased domestic production. The 
value of imported manufactures fell from Rs. 94 crores in 1938 
to Rs. 40 crores in 1943. The greatest fall was in machinery and 
Clotton manufactures especially yarn. Decline in the supply of 
domestic manufactures was due to their diversion for the use ot 
the army. Large amounts of steel, paper, textiles, leather goods 
and tea was purchased for British, American and Allied needs. 
Little was left for the civilians. The extent of these' purchas.s 
may be measured by the accumulated sterling balances m 
England which stood at Rs. 1292 crores' at the end. of. Marc , 
1945. , 

12. Remedial Measures Taken by Government— Purn^ 
inn Purchasing Power.— To meet such 9 situation tne 
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following measured could 'have been taken (d) reducing pur- 
chasing power in the hands of the people by higher taxation and 
floatation of loans and sale of cold etc. (h) Increasing the supply 
of goods by discouraging exports* encouraging imports and pro- 
moting home production, (c) Controlling pflKs directly by legal 
and administrative action, (d) Putting restrictions on speculative 
activities. All these measures were adopted some sooner some 
later svith varying degrees of success. As regards the first, ‘Income 
Tax limit was lowered from Rs. 2,000 to Rs. 1300 in 1942-43. 
Basic rotes were increased on oH incomes exceeding Rs. 2,000 
(beyond the first Rs. I,500J The rate of super-tox was increased 
on incomes over 25,000 by 50% and was further raised in 19434-4. 
In 1943*44 Corporation Tax was increased, another increase 
was made in 1944-45. 

^Ih 1944'45 while the minimum income tax limit was raised 
from' R% 1,500 to 2,000 the central surcharge both on income tax 
and super tax was increased on incomes above Rs. 10,000 on a 
graduated basis. 

An Excess Profit Tax (E. P.T.) had been imposed in 1940 on 
all profits from industry and business exceeding Rs. 36,000 at a 
rate of 50% later raised to 663%. Over It was Imposed another 
I3a% 05 (income) super tax and the remaining 20% was to be a 
compulsory deposit with the government returnable after the 
war. Thus profits beyond Rs. 36,000 were either taken away as 
tax or froicn for the duration of the war. 

As 0 result of these measures the percentage of taxes on 
incomes to total tax revenue Increased from llXtY. in 1938-39 
(accounts) to 69.9% In 1944 45 (R.E). The total tax revenue 
increased from Rs. 76 crorcs to Rs. 306 crorcs during the 
period. 

Apart from increasing taxation the government attempted 
to pump out monc^’ from the people by means of issuing various 
kinds of lone and short period loans. Among these were Six 
Vcari Defence Bonds list and 2nd secries) Defence Loans (1949— 
52), Three Years Interest Free Bonds, Third Defence Loan (1951 — 
54), Fourth Defence Loan (1953 — 55), Five years Interest Free 
Bonds, lit end 2nd Victory Loans. To encourage savinrs among 
lower income croups the Government issued Post Office Cash 
Certificates. Defence Savings Certificates. The Government also 
sold counter parts to repotnated srerUngL Between 1940-41 and 


(I) About rfp*tnitton of tmitnf Chtytet XXI Stctloo. 
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194445 these loans represented an investment of Rs. 858 crores. 
In. addition there were the various provincial loans (in 1942-43)’ 

Provision was made ’ for certain optional savings schemes 
in Income Tax and E.P.T, but these schemes did not immobilise 
much money. 

Another method adopted for reducing purchasing power in 
the hands of the people was the sale of gold. From 17th August, 
1943 onwards the Reserve Bank of India (by arrangement with 
the Bank of England) sold gold in the form of iDars of 1,000 tolas 
each in Bombay. This was done on behalf of the British and the 
American Governments as a substitute for giving sterling credits 
in England which method as we have seen resulted in increasing 
the total money in circulation. American and British purchases 
were thus financed from the sales proceeds of gold and not from 
additional notes issued against sterling securities created in 
London. Later on gold pieces of from 1 to 5 tolas were also sold 
for the benefit of the small man. No information is available 
regarding the total amount of gold sold in this way. But the 
measure had no perceptible influence on prices. 

13. Increasing the supply of goods. — As regards in- 
creasing production this was the only method of effectively 
meeting the situation. The real trouble was scarcity of com- 
modities especially of basic necessities like cloth and food grains. 
No amount of deflationary measures could increase the 
physical volume of food in the country. Higher taxation 
and loans only affected the purchasing power in the hands 
of the richer sections. Reduction of such purchasing power 
might reduce the prices of comparative luxuries like motor 
cars, radios, and expensive kinds of cloth but it would 
hardly affect the demand for the basic necessaries of life. Mr. 
G.D. Birla was right when he suggested that promotion of greater 
production was the only effective remedy of the situation. But 
production could not be increased due to serious bottlene^s 
like lack of fertilizers, capital goods and trained personnel. To 
relieve the scarcity of cloth the government quite early had 
devised a scheme for the production of standard cloth for the 
use of the masses. But several difficulties prevented the produc- 
tion of such cloth in adequate quantities. As regards food the 
Grow-More-Food Compaign was given great publicity nut it 
produced comparatively insubstantial result. ^ The only way o 

fl) For details about the Grow— More— Food Campaign «ee Chapter JCI 
Sectian 15-17. , ' 
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save the people from starvation was to arrange for the 
importation of food grains at any cost. But shipping and 
exchange priorities were being given to the war needs. In 
fact food was being alloxvcd to move out of the country when 
(MJoplc were dropping on the streets with hunger. The Govern- 
ment seemed to be indifferent to the Impact of the war on the 
common people “The Government seems to act” runs the state- 
ment Issued in, April 1943 by no Indian economists ‘as if it is 
enough for it to take care of Its own budget 'deficit, while meet- 
ing the needs of the British Government by printing more 
notes.” It was by Issuing these notes that the government was 
draining the country of essentia! commodities so badly needed 
by the common people. It took a malor famine to arouse the 
conscience of the Government to the needs of the food situation 
and to take more effective measures in the form of prohibiting 
exports of food grains arranging for imports and tightening 
of controls. 

14. Price control.— Another method adopted was to in* 
troducc a system of statutory price control which implies keeping 
prices within specified limits by legal action* Price control is 
necessary In the Interest of people of lower Income groups who 
cannot afford to purchase their essential requirements at the level 
of prices attained in the absence of control. When the com- 
modities concerned arc in short supply price control must be 
accompanied by rationing otherwise it will cause such com- 
modities to disappear from the market and open up possibilities 
of black marketing. Ratlonlnc would further imply control over 
supply through on effective system of procurement. The more 
effective, the control over supplies the mote successful will be 
the policy of price control. It Is not, however, necessary to 
control the entire supply. If the State— or its agency— can build 
up enough reserves to be able to make the commodity available 
at the specified prices the scheme will work. If, however, the 
supply is seriously short the entire control of supplies, at any 
rate within the given area, may be necessary. In that case 
rationing must accompany price control in the specified area. 

When the war broke out there was a sudden spurt of 
prices upwards especially of imported goods. This was however 
more of spccu!ati>*c nature. Supplies were withheld in the 
expectation of higher prices. Steps towards price control were 
taken quite early to keep prices within reasonable limits. On 
6th September — only a few days after the declaration of the 
war^he Central Government of India, under the powers 
conferred on !t by the Defence of India Ordinance, delegated 
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td provincial Governments itsfauthority to control prices. Such 
control was limited only to necessaries of life like food stuffs, 
medical supplies, kerosene oil > and; cheap qualities of cotton 
cloth. Their maximum price was not to exceed 10 %:above the 
price prevailing on 1st Septemcer, 1939. vLatenin .tbe month 
the notification was amended and the maximum, price, was 
related to cost of production or in the case of imported articles 
to landing costs. Except in the case of medical supplies salt 
and kerosene, oil, the. -price of other imported commodities 
could not be. regulated without the' previous sanction of the 
Central Cnvernment. Further, price control was made applies' 
ble to prices at each stage of the wholesale and retail trade. On 
the lines thus prescribed by the Central Government several 
provincial Governments initiated price control measures,. 

In October, 1939 a Price Control Conference (the first of 
the serious that followed) was convened which Avas attended 
by representatives of provinces and states. Its purpose was to 
examine the working of the price control measures so far 
■adopted arid to chalk out lines of future action. This Conference 
was of the view that as agriculture in India had not yet^ fully 
recovered from the recent depression it was undesirable to 
take further steps to check the rise in the prices . of agricultural 
products. The principle of fixing prices on the part of the 
trader on the basis of his replacement costs was also accepted 
by the Conference. The Second Price Control Conference which 
was held in January, 1940 recognised the desirability of having 
a uniform administrative machinery for price ; control in the 
provinces and the . states. It was further decided .that - the 
control of the prices should be the function of the centre and 
retail prices of provinces. By a notification issued; in May, 1940 
the basis of price control was modified , and. was made more 
elastic, than before. The 10% limit oyer the . prices of Septem per 

1st,, 1939 was deleted and prices were : related to cost . which 
were to be determined by careful scrutiny. A further ; notifies' 
tion issued in June, 1940 empowered the - proyehcial, , Govern 
ments to prohibit the .holding from sale goods kept for sale. 
The system of price control was gradually built up througn 
the process of trial and error as the war advanced. In tne 
case of ‘articles like sugar, matches and kerosene theGovernmen 

was, able to control prices successfully. . Difficulties and ratlures, 

however, .bad to be faced in the .case of ;fopd grains and cio n. 

As:regards the food grains the first ;,iinpqrtaht commpdfiy 
on, which price control .was imposejd. was .Ayh,eat. ; On Uece^ 

,5th, 1941 wholesale .'transactions: in-: yybeat . above the; rat ,, 
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R». 4 — 6 par raaund were prohibited at Lyallpur and Hapur 
markets. The Provincial Governments were authorised to 
determine correspondins prices in the other markets. To 
superwisc and co'ordtnate price control , operations a wheat 
commissioner was appointed on December 30ch, 1941. On 28th 
March, 1942 the maximum price was raised to Rs. STorLyall- 
pur and Hapur and Rs. 5 — 4 for Mirpur Khas ond Nawab 
Shah (Sind) pn'’,30th April 1942 the Wheat Control^ Order 
was issued with a view to regulate and control the movements 
of wheat from* exporting provinces to consuming centres. On 
21st May, 1942 the Food (3rains Control Order was promulgated 
which 5 empowered the provincial Governments to licence 
wholesale dealers in food grains and to require them to 
submit returns of their transactions Oin May 28th “Futues” 
and “ Options *’ in food grains were prohibited. These 
measures, however, failed to achieve their objectives “ because, *’ 
in the words. 'Dr Jain, the basic conditions of success were lack- 
ing, namejy control over existing stocks and their distribution, 
intefprovlnclal co-operation and co-ordination, and an adminis- 
trative machinery ^ in all provinces and states familiar with the 
task, honeat In the discharge of its duties and amenable to dis- 
cipline’from the centre*.” The result was wide spreid specula- 
tion, hoarding and black marketing. Moreover since only the 
price of wheat was controlled the price of other food grains 
tose freely. Not only this in some provinces (e.g., Bombay) 
while the price of wheat was controlled the price of flour was 
left free. Naturally wheat was converted into flour and sold 
at any price. i 

Under these circumstances the Government was forced to 
give up the idea of controlling the price of wheat and on 24th 
January’l943 wheat was decontrolled and its price immediately 
rose (to about Rs. 12 at Lyallpur). Later, however, a more 
effective control was imposed. 

,'In the mean time’ the Food Grains Control order had been 
issued in May 1942. This attempted to Control supplies in 
addition to prices and was to be enforced by Provincial Govern- 
ments., The order required as already noted wholesale traders in 
food grains to take licences and submit monthly returns of their 
transactions. ' ^The order however, failed to check speculation 
since it put no limits the amounts that could be held by the 
licensees. The food situation went on deteriorating and 
developed into a major famine in Bengal. 


(0 L C. Jain : Indian Economy Dorios the War. (1944) P. 122* 
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In July 1943 the Government appointed a Committee (The 
hood grain policy Committee) to investigate into the causes of 
food shortage and to make recommendations. The Committee, 
as we have seen in an earlier chapter, recommended stoppage of 
exports, increasing of imports and promoting further pro* 
duction through^ the Grow-More-Food Compaign. 

The Committee reported in September 1943 and in 
October a conference was convened at Delhi of the 
representatives of the Central and Provincial Covernments. At 
the conclusion of the Conference the Central Government 
announced its decision in favour of (a) the basic plan of 
procurement (h) statutory price control of Major food grains 
and (c) urban rationing. The Governments’ policy was mould on 
these lines in the subsequent period. 


Another important article was cloth. The price of certain 
variety of cloth had risen five times by l942 due mainly to 
speculation. A scheme of standard cloth was devised. But due 
to scv^eral difficulties, like shortage of coal and the limitations 
set by the capacity of existing machinery, standard cloth in 
adequate quantities could not be produced. Jn June, 1943 a 
cloth control scheme was launched with the co'operation of 
the textile industry. This brought down prices from 30 to 
40 X but the prices were still beyond the poor man’s pocket. 
The enforcement of the Cloth Control Order brought to light 
large hoards of cloth which enabled the Government to scale 
down certain ceiling prices fixed earlier. 


15 Restrictions on Speculation. — Simultaneously with 
these attempts at controlling prices the Government took 
measures to meet the menance of speculation which was a 
serious cause of pushing prices up. The excess of purchasing 
power to the hands of a certain class of people was being 
used in speculative adventure. New companies were being 
floated for banking and other purposes to attract idle money. 
Private concerns were converted into joint stock companies 
at inflated prices of their shares. These adventures added 
little to production but created a speculative boom re-iniorcing 
the already existing inflationary trends. The Government 
had to intervene. In May, 1943 measures were taken to dis- 
courage forward transactions especially in cotton, cotton 
yarn and cloth and bullion. The trade was thus put on 
cash basis. The collection of the E. P. T. was speeded up by 


(I) For a discussion of the food policy of the Government see chapter 
XI Sertions 12—17. 
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an Ordinance in May to draw off purchasing power from 
speculation. The provision of optional deposits in the E. P. T 
was made compulsory. Distributions of generous bonuses and 
commissions was discouraged. To prevent the growth of mush- 
room companies a Capital Issue Control Order was issued. These 
measures were effective to a considerable degree. In July, 1943 
the Government under Defence of India Rule took powers to 
restrict and control advances against commodities including 
bullion. “ This was a master stroke “ commented one writer, 
“ and even before the powers were used in any way commodity 
prices registered a fall and there was quite a landslide in the 
bullion marketV’ The prices of food grains, however, kept 
still high. 

In conclusion one might say that the measures taken by 
the Government to meet the inflationary situation failed The 
basic reason was the acatcity of goods created through the 
diversion of resources to war purposes without proper regard 
to the needs of the civilian population. India was deficit in 
food and was dependent to a fair degree on imported food 
grains before the war. Import stopped due to enemy occupation 
of the sources of such imports. In fact food grains were 
allowed to leave the country. Added to this were the trans- 
port difficulties, speculation, hoarding and lack of inter prov^ 
incial co'operation. Cloth again suffered from scarcity due 
to fall in imports and growing demands of the army. A large 
scarcity of other goods were being appropriated by the Govern- 
ment for war needs in return for paper currency which though 
backed by sterling assests in London was a more or less a net 
addition to circulation. Price control measures failed partly 
because of incompetence of the administrative machinery but 
mainly because they were expected to handle an impossible 
situation — growing purchasing power in the face of growing 
scarcity of goods. 

16. Post-war and Pre-partition Prices.— The tempo of 
increase in prices did not abate with the end of hostilities. The 
index of whole prices and also of the cost of living continued 
to rise. The Economic Adviser's index of wholesale prices 
which stood at 227 for 1944 rose only to 231 for 1945. This 
small increase raised the hope that inflation might be at an end 
after all. But this hope was soon falsified. The index jumped 
to 252 for 1946 and further to 297 for 1947. At the time of the 
partition In August, 1947 it stood at 302. The Cost of Living 


(1) P. J. Thonatt : W«t Time Ptlcct (Oxford pttaphlet No : 18. P. 18.) 
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Index number showed similar trends. The Bombay Cost of 
Living Index Number (1939=100) rose from 226 in 19# to 265 in 
1947. And Lahore working class Cost of Living Index Number 
(1939-100) rose from 351 in August; 1945 to 416 in June, 1947. 

The causes of increase in the cost of living and rise in prices 
arc to be found firstly in the continued increase in the volume 
of notes issued against accumulating sterling balances received in 
payments of goods already delivered during the \Var. The 
volume of currency in circulation increased from Rs., 1,197 
crores in 1944-45 to Rs. 1,417 crores in 1947-48 — an increase of 
Rs. 220 crores. Deposit money increased during the same 
period from Rs 648 crores to Rs. 796 crores and cheques cleared 
from Rs. 114 crores to Rs. 128 crores. The second cause was the 
pull exercised by the pent up demand of the war period on con- 
sumer goods and capital equipment. Even though imports 
increased, exports also increased while production was experi- 
encing a significant decline. In the net there was a growing 
scarcity of commodities with the resultant pushing up of prices. 
The table below sets forth these trends. 


Eastern Economists’ Index Numbers.' August, 1939=100. 


Yaer. 

Agri 

Industrial 

Imports. 

Exports. 

Wholesale 

Production. 

Production. 



Prices. 

1944-45 

101 

121.7 

66.6 

50.7 

227 

1945-46 

94 

120.0 

73.3 

-59.1 

231 

1946-47 

96 

105,0 

67.1 

61,8 

252 

1947-48 

97 

105.9 

85.0 

65.2 

297 


The failure in making up the deficiencies in production 
was due to industrial unrest and difficulties of importing capital 
goods. The General Index (Eastern Economists’) of IndusWial 
activity fell from 119.7 in 1945-46 to 104.0 in ^^ 47 - 48 . The 
slowing down of productive activity, during the years 1946 ana 
1947 was further due to the general sense of insecurity prevailing 
due to civil commotion preceding the partition. 

- 17. Post-Partition Price Trends in Pakistan. — After ihc 
partition of the Indo-Pak sub-continent the trends of prices 
both in India and Pakistan still continued upwards. Hence rortn, 


1 See Records and Statistics. 43uarcerlyBuilelin of Eastern Economists 
for luly, 1950. PP. 79 , 103 and 119. 
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For convenjence of study we shall divide the entire post- 
partition period into three sulrperiods Thus (a) from August, 
1947 to the end of 1948 when prices rose olmosCiContinuously. 
'(b) From Dec 1943 to Sept. 1949 when prices fell gradually, 
(c) From October i949 to the beginning^ of 195! , ^ ^ 


f For the first sub'period we are in possession of a senes of 
Index Numbers issued by the Office of the Economic Adviser 
to“the Government of Pakistan * It was based on prices at 
TCatachi but’ ft can serve td Indicate the trends in West'T^akistan 

( i j 

V / 

According to this index number there was a^continuous 
rise in prices in West Pakistan from August, l947rto'Novembcr, 
^1948 thus ‘ ‘ J \ 

Whole Prices at Karachi 
- ' t M f j Base August 1939=100 


August 1947 
December 1947 
April 1948 
August J948 
November 1948 
December 194S 


306 5 
323 4 
3404 
3701 
374.0 
572.5 , 


The prices rose between August 1947 and t^e end of 1948 
is also confirmed by the following statistics of prices of certain 
individual commodities < 


J The ttudent of pricei In P»Vliun «lnce the partition has to Tclf upon 
Wt Inideciutte data No contlauoDs Index number of wholesale priceii is 
trulable which could give a broad picture of price rrend* In the country Kfore 
over the study of prltf s for the two wings of Pakistan his to be made as If they 
wer« two separate countries This Is due to the enormous distance teptrailng 
. I . - .. f "f— ‘-•-n Conduilona 

■ ■ ■ ■ . I . ■ ■ . . r 
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’ . Wholetale Pricea.at Karachi 
Commodity : — Market 


Wheat (fair quality) Karachi 
Rice (Kanghi) ' ,i 

■Suear (Indian) ,j. ; 

Tea (leaf Orange.Pekoe): „ 
Salt „ 

Cotton Raw ; — 

L.S.S. (Pb) r: G. . • ; ^ 

Cow Hides ^ lbs ,i 

Baffalo jHidcs Jo Ihs „ 

W ool Kandhar cleaned' ‘ 

Wool Sind- White ■ „ 
,Kcrosen (Elephant) . < 

Jute (Manufactured) „ 

Coal (1st class Bengal) „ 


Unit 15-8-47 8-12-48 % 

? ' . . .change 

. . . Rs. a. p. Rs. a.p. . 

Mda:;, 8-5-8 12-O-iO +44.3 
t, iO-0-0 12-3-6 +22.2 

,V .24-5-0 39-12-0 +63:9 
. lb 1-14-6 2-1-6 +9.8 

Mds. 0-10-0 3-5-0 +430.0 

’ ■ V, 55-0-0 ■ 79-0-0' ’+50.0 
■ Mds, of 
28 lbs. 30-0-0 , 29-0-0. -3.3 
„ 25-0-0 17-0-0 -40.0 

Mds. of 

82 lbs. 95-0-0 130-0-0 +33.7 
• „ 100-0-0 116-0-0 • +15.0 
. 2 tins ' 8-13-0 11-9-0 ;.+31.2 

100 bags 119-8-0 158-8-0 ; +33.9 
Tons 79-0-0 90-11-0 +14.8 


' Prices of some of the important imported articles had risen 
considerably even by the middle of 1948. Among these were 
the following ; — , ; , . 


Cotton Manufactures 
Leather 'Manufactures 
. Iron and Steel , , 

Dyes 'arid Chemicals; ' 
Soap ^ ' ' 

Coal 


Index Numbe of . wholesale 
prices at Karachi. 
August 1939=^.100.. . 


16 8-47 

29-5-48 : 

:+.in, crease 
—decrease 

(points) 

220 

259.5 

+39.5 

242 

269.5 

+27.5 

163 

203.6 

+40.6 

377 v 

^507.2'^^ ■<; 

' .: 130.2 

26L 

‘ 461.1. - 

. 200.1 

429 

•U: 461.4 

32.4 


These were the commodities for which P^kist^n areas had 
depetided ; upon whar. ^was .ndw .. India.' / Due to post-partkion 
disturbances and dislocation of.- trap sport and the unsyrhpathenc 
policy of the Indian Governmenrtkese commodities eould not 
. flow freely into Pakistan. The only group which 
were raw . hides and skins ,,and biiildihg materials. The index 
number of the former fell .from. 375 to 5l4.5 or by 50.5 points and 
of the latter from 553 to 529 dr by 23.5 points durin^^ the penoa, 
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The fall in the case of raw hides and skins was presupahly due to 
dislocation 'of export trade with India .and other countries' 
where leather factories were situated. Prices of this sroup 
Recovered later. The fall in’ the building material was due to 
stoppage of building activities due to certain basic'shortages like 
Iron and steel and coa1i the latter for baking bricks. ^ 

] The index number of food grams stood at 351 at tlic two 
dates given above. But In between these dates it passed through 
several changes. So did the prices of cotton fabrics. Below we 
give the index number showing trends in prices of food grains, 
other food articles and cotton manufactures ; — ' > 


August 1947 
December 1947 
April 1948 
October 1948 
December 1941 


Food grain'. 

Other food 

Cotton 1 


articles 

’Manufactures 

351 

332 

220 , 

359 

379 

220 ' 

' 346 

367 

259 “ 

452 

393 

333 , 

416, 

' 391 

283 


Indicated the same trend as already noted. They rose throughout 
1947 and 1948. By the end of the year 1948, however, a down- 
ward trend had started ^ except in the case of ** other food 
articles’* which include sugar ghee etc. which later rose because 
they were still in short ^supply. j,, 

The trends shown by the Karachi' Index numbers are 
supported and in some cases more than^upporTed by food prices 
in other parts of Pakistan as shown below : — ^ t, 

Monthly average pricey per maund of wheat. 

' ‘ ■' Markets. ' , 


Month* 

Lyallput ' 
(Puniab) . ' 

Suickur 

'.'(Sind) 

' 'Mardan 
N.W.F.P. 

Fand Pur 
E. Bengal 

'1 

R. A.P.'" ; 

R. A. P. 

riRs. A-P. 

Ra A. P. 

March 1948 ... 
May 19^8'; ... 

9-8-0 

11-4-0 

„34-12.0-; 

16-12-0 

9-14-0 

1 1-4-0 

'’‘24-0-0 ' 

16-12-0 

September 1948 

16-04) ' 

12-8-0 

19-04) 

20-04) 

January 1949 ... 

12-14-0 ' 

13-04) 

20-8-0 

, 354)4) 

March 1949 

11-0-0 

..13-0-0 

17-04) .. 

3.-25-04) 

September 1949 

8-12-0 ' . 

9-64) 

9-124) . 

28-10-0 

Deceml^r 1949 

9-1-0 

9-114) 

•T, j 9-12-0 

■ 17-13-0 
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Notice the- great disparity • in- the price of wheatinthe 
various provinces.’ Even in West Pakistan - the price -of -wheat 
gt Mardan was more than three times its price at Lyallpun This 
was presumably due to the break down of the trade , organisation 
after partition which prevented movements, of grains from the 
surplus to the defi-it areas. ,With- the passage of -time, -however, 
trade and transport facilities assumed their normal condition and 
the disparity .in prices were reduced by the beginning of 1949 
and later disappeared as far as West Pakistan was concerned. 
The Price of Wheat in East Pakistan however, was more than 
doubled between March 1948 and January 1948, the, average of 
the last mentioned month being almost three times compared to 
the price at Lvallpur. But wheat is consumed only in limited 
quantity in East Bengal the staple food grain of the province 
being rice. The high price of wheat there, was due to the 
difficulty and cost of importation from long distances. The rise 
in the price of rice in East Bengal is indicated by the Index 
Number of whole sale, prices constructed by the Department of 
Civil Supplies of the Provincial Government. From 100 in July 
1947 this index rose to 163 in October 1948. 

, Apart from wheat and rice prices of ' other commodities in 
places outside Karachi to'se as follows : Taking the last week of 
December 1?47 as the least whole sale prices in Dacca ori 10th 
July 1948 were Tobacco 20% higher, Mustard Oil 41% -higher, 
salt 15% and pulses 11%' higher. In chittagong Mustard ’ Oil 
was 26% salt 53% and pulses 61% higher In the West Punjab the 
wholesale prices ‘at Lyallpur in' April 1948 compared' to - August 
1947 were gram S2% higher^ Refined- Sugar 63%, American- Cotton 
41%, Tobacco 14%,' Salt 100%, Cow hides ’132% and Bull hides 
115% higher. ^ f 

These high prices were reflected in the rise in the Cost or 
Living Indices. BeloW we give the cost of Living Index in 
—Lahore constructed by the Board of -Economic Enquiry Punjab : 


Cost of. Living. Index. Number for Lahore . { 

V , ' Base: Ahgpst, l939=='l00,. 

Lower Middle, Class. Working Class. 


June,T947.. 
October, 1947.*. 
x-ebruary, 1948... 

June, 1948... 
October, 1948... 
December, 1948. 


376 

456 

443 

435 

451 

455 


416 
C484 
484c- 
. 447. 
■454- 
;'478 - 


4- increase 'in Decern 
{.hen 1948 over -June 1947. 


4-79 


4*62.- 
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> r ^'The working class^ Index Number reached its’ peak In Jan-* 
uary* 1948 when it stood at 494, The Lower Middle class index 
was also highest for the same month at 458. After this there 
wassomei decline. Since for these classes the prices of food 
grains are' of major importance these Indices move more or 
less in correspondence with the food grain prices. i f 

, 18, Causes of Post Partlrion Rise in Prices. — The high 

prices prevailing in Pakistan during the later part of 15^47 and 
during the year 1948 may be attributed to a variety of causes. 
On the one hand there was the scarcity of commodities. Food 
production in 1947 and 1948 was lower than for thepre'partition 
years for 'these areas. The crop of 1947 had already been 
moved out to deficit areas of Eastern Punjab when the parti- 
tioh ■'occurred. The crop of 1948 suffered from smaller sowings 
and also defective harvesting due to the post'partition move- 
general unsettlement. Cotton crop 
' as lower for similar reasons. The floods 
. ‘ ‘ destroyed crops as well ns stocks. In 

‘ , appeared In both wings of Pakistan, 

and wheat had to be imported from outside the couintry 
The supply position further deteriorated due to disorgansed 
transport, 'and large scale smuggling over the long land frontier 
with rlndia where Infiationary prices promised high profits. 
There was hoardins on the part of landlords and black market- 
ing on a large scale of commodities in short supply. 

As regards Imported commodities the trade links established 
by thci non-Muslims were snapped with their movement out 
of the country. It took. some time for the Muslims to re- 
establish trade relations with foreign countries. Commodities 
whicli used to be supplied from areas now under the Indian 
Dominion failed to reach Pakistan due to the break down of 
transport and trade channels. The rising tariff barriers between 
the. two Dominions after the expiry of the Stand — Still agree- 
ment in April, 1948 further restricted trade and raised prices of 
goods of each ’Country consumed in the other. Moreover, the 
Government was being cautious regarding their import policy 
in order to safeguard foreign exchange in the interest of financ- 
ing of capital goods tat a later stage. Development plans were 
moving slowly because of the general sense of insecurity due to 
political tension between the Dominions over Kashmir. This 
meant over budgeting for defence purposes and starving of the 
developmental sector. There was deficit budgeting In the in- 
terest of defence in the capital section. of ihc budget even 
though the revenue budget for 1948-49 was balanced. Part of 
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the rise ih” ptiees ; was ■ reflection ;of higher prices /prevailing 
in other countries dufe; to expenditure oh armament in the face 
|^^*’S3sing international tension.' The Government tried to 
relieve the situation through tightening of control measures 
inherited from prc'partition days but the machinery of controls 
failed to work smoothly and effectively. There was a grbw- 
irig discontent among the people especially among -the refugees 
who htid lost there all in India and had not yet been absorbed 
in the economy of Pakistan. Those who succeeded in transfer" 
ing there savings to Pakistan further accentuated the price situa- 
tion by spending this additional purchasing power without 
contributing proportionately to the production of the means 
of living. The situation ' had already become ambarrasing. by 
the spring of 1948 arid some action pn the part pf'the Govern' 
ment was called for. , . , . 


19 Action Taken by the Government. ~^The Ministry of 
Economic Affairs of the Government of Pakistan took initia- 
tive and called an Economic Controls Conferenc^'- at the end 
of April, 1948. The main objectives of the Conference were 

(a) To examine the operation of economic controls with 
a view to their' relaxation or removal ; 

(b) to consider measures to increase the production of 
hand'Spun yarn and hand"loom cloth and to popularise their use ; 

■ (c) to devise ways and means of eradicating the evils 
associated within the operation of economic controls such as 
Corruption and;bla'ck marketing. 

The- conf ercrice was in favour of de'control in’ general, but 
recognised that the extent of control in each case must depend 
on the total supplies available, the possibility of reducing 
demand' and the availability of substitutes. In cases where 
Substitutes were not - available for instance petroleum- and 
petroleum products, it was not possible to introduce de-control 
of prices. It might b, however be possible to remove controls 
on items of general use like kerosene . 'and diesel oil. 
As to the commodities like coal,! iron and steel, paper ana 
newsprint for 'which Pakistan depended on foreign imports^ 
which were not available in sufficient quantities, control 
could not be removed. As regards foodgrains the conference 
admitted that normally Pakistan was self-sufficient in this respect 
but not the two parts of- Pakistan separately. .'Moreover consider 
able damage bad been caused to Pakistan s food resources doe tq 

floods, and dislocation of trade, and movement oP populations 

etc. and therefore a cautious policy was. necessitated and contro 
had to 'continue for the time being. 
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As regards cloth Pakistan depended largely on imports from 
India. The conference suggested that measures should be taken 
to increase these imports and*ac the'^same time steps should be 
taken to control the production of handloom cloth in Pakistan. 
Further they were strongly of the view that strict measures 
should be taken against corruption generally associated with 
controls. A committee was appointed consisting of Cetntral and 
Provincial officials to frame a Model Act, to deal with the 
‘Offences of corruption, profiteering and black*marketing.' 

Following this conference the Central and Provincial 
Governments took certain measures to relieve the price situation 
which was creating distrust and agitation among the general 
population. The Government took some austerity measures 
like reducing the amount of ration, substituting half rice for 
wheat. To increase food supplies in the market Government 
also took steps to persuade the producers, mostly big landlords, 
to deliver the surplusjralns to the Government agencies, in which 
^policy they met with only a partial success. Further the import 
policy was liberalised by extending the limit of commodities 
under the open general Licence. 

The Government' also arranged for further imports of 
'e'ssencial goods like'foodgraim and cloth from others countries. 
They applied fbr 160,000 tons for foodgrains to the International 
'Food Council * Some whsat was importedrfrom Russia and some 
from America. Arrangements were also ''made* for the Im* 
'portation of' coal from England and cloth from Japan and 
, Czechoslovakia. ‘ j i . ^ ^ 

I ( r - ’ . . ‘ } I -r ' 

^ 20. Prices ’During ' 1949 .— The •* measures taken by the 
Government failed to achieve immediate results though ultp 
mately they did have some effect^ As we have already seen, the 
rise in prices continued almost to the end of the year 1948. 
Even before the year end, however, the peak had been passed 
and a downward trend had started. This was partly a reflection 
of the recession in the United States of America which occurred 
at the end of 1948 and the beginning of 1949 and partly it was 
due Vo internal causes including the -raeasurcs taken by the 
Government. The Karachi Index number of wholesale prices 
(1939'100) which had stood at 372.5 in December, 1948 rapidly 
fell by 20 points in three months and was 352 in March, 1949. 
During the next three months the fall was more gradual, the 
Index Number reaching 344 J in June when its publication was 
stopped, ■ . < . 
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^ According to groups of commodities the rhdvements in this 
series was as follows. ‘ ' 

Index of Wholesale Prices 
at Karachi. (August, 1939=100) 


c 

Food 

grains. 

Other 

articles. 

Cotton 
Manufac- 
, tures. 

General 

Index. 

December, 1948 ... 

416 

391 

283 

372.5 

January, 1949 

403 

380 

253 

365.0 

February, 1949 ... 

382 

363 

224 

357.5 

March, 1949 

377 

402 

. 212 . 

352.0 

April, 1949 

348 

395 

204. 

349,6 

May, 1949 

350 

395 

-200 

349.2 

June, 1949 

347 

399 

208 

344.3 

Change over the 
period 

-69 

4'8 

-75 

—28.-2 


It will be seen that the greatest fall was in the case of 
cotton manufactures. Like some other imported articles ' this 
was due to increased imports which had resulted 'from the 
' liberation of the import policy of the Government when the 
.'O. G. L. was extended in August 1948. This gradually relieved 
, the post-partition scarcity of consumer goods in the country. 
The value of out imports by sea was higher by 20% in the third 
’'quarter of 1949 compared to the third quarter of 1948. The 
fall in the prices of food grains was also quite heavy. This was 
so because of the good 1949 harvest of wheat in West Pakistan 
and increased production of rice in East Pakistan, other food 

grains also increased. The increase in production of cereals was 

as follows : 

Production of Cereals^ 

Percent 
increase, 

"f'14.2 
4*23.5 . 
4*28 
4* -5 
4-17 , 
rf50 . 
4-54 
»19,7 



Million 

Tons. 


; .1947-48 

1948—49 

Rice 

7.38 

8.43 

Wheat 

3.32 

4.10 

BajTa 

.29 

' .37 

Jowar 

.20 - 

.21 

' Maize 

. .35- 

.41 

/Barley 

- J .12 

.18 

Gram 

.52 

.80- 

Total 

d2.18 . 

.14.58 


(1) State Bank of Pakistan : January 1951 Statistical Summary 
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Tli’us there wa? an tncreasc of about 20 % in the production 
of cereals. Most of the fall in price among the major food 
grains* however, occurred in the case of wheat. Due ''to in- 
creased production Pakistan had a wheat surplus of about half 
a million tons which had a deflationary effect on prices. Rice 
on the other hand continued high, in fact its price increased 
fluting the period under review. 

Its price Came do^vn only 'datcr In the year presumably as a 
result of the fall in the price of jute after the non-devaluation 
decision. 


The movements in the wholesale prices of rice and wheat 
are indicated by the table below i — i , r 


Wholesale price Per mawnd ih ip4g. 

Wheat Rice 

(Lyall puf) (Chittagong) 

R-A— P R— A-P . 


Rice I 
(Dacca) 
R-A— P ^ 


January , 12 — 14—0 

March 11—0—0 

May 9—4—0 

July 9- 5-0 

September 8—12—0 

December 9 — ■ 1 — 6 

^ Change —29 % 


19-11-0 
22 - 12-0 
26— 8-0 
28- 3-0 
27-12-0 
16- 5-0 
—18 % 


, 33-2-0 ' 
35-4-0 ^ 
39-0-0 ^ 
33-9-0 
37-2-0 
20-14—0 ^ 


-33% 


The same trends arc indicated by the following index 
numbers of some individual commodities. - i 

Index Number of Wholesale Prices.® ‘ ' ] 

August* 1947—100 . 


January* 1949 

Jute 

Cotton Wool Wheat Mustard 
^ ^ Oil 

Rice’ 

I - 

128 

ISO 

122 

144 T 

117 , 

13T 

April, „ 

127 

154 

117 

‘142 

111 

136 

June, ,* ^ 

127 

147 

118 

144 

133 

... 

August, „ 

101 

144 

112 

,,144 

111 

... 

September, „ 

10£ 

134 

113 

144 

133 

113 

December, ,, 

97 

128 


144 

167 



(1) Economic Survey of Atli tad the Fat Etsc (1949) P. 19Z. . . 

j (2^ Thlt Index Number 1* constructed by the Karacbt Journal " Wealthy. 
(3J Taken from Index Number of Department of Ovll SuppIiei^E, 
pengaL July, 1947-100. « . * . _ 



608 


ECONOMICS OF PAKISTAN 


Thus up to September, 1949 the price of jute and cotton 
were definitely on the downward grade and so was wool. 
•Wheat kept stable (presumably controlled price has been taken) 
and Mustard oil showed erratic movement. The last one is 
imported from India into East Bengal and is widely used there 
as a medium for cooking. This explains the irregular movements 
in its prices and the sudden rise after the devaluation crisis. 

21. Effect of Pakistan’s Non-Devaluation Decision. On 
18th September, 1949 the £ sterling was devaluated in terms of 
the dollar by about 30 % . The Indian rupee followed the 
same course and many other countries devaluated their currencies 
in varying degrees. Among the Common'wealth Countries 
Pakistan was the only one which decided not to devaluate 
its rupee. One of the reason for this policy, as given by the 
Government of Pakistan at the time, was their anxiety to 
bring prices of essential consumer goods down especially in 
East Pakistan where prices had ruled high. It was expected 
that due to her non-devaluation decision the prices of imports 
into Pakistan from sterling area and other countries which 
depreciated their currencies would go down in terms of the 
Pakistan rupee and prices of goods from dollar areas would 
not go up. This would cheapen consumer goods as well as 
capital good, the latter of which would stimulate internal 
develo'pment. As legards the prices of an exports while they 
would rise in terms of the depreciated foreign currencies they 
w’ould remain unefFected in terms of the home currency. 


To some extent these expectations were falsified because of 
Indias’ refusal to accept the new exchange rate of the Pakistan 
rupee. India contended that she was not prepared to pay more 
for jute and cotton in terms of her devaluated rupee and fixed 
the maximum price of jute delivered in India at Indian Rs. 35 
per ’ maund for " bottoms. ” Pakistan on the other hand fixed 
a maximum .price of Rs. 23 (Pak) per maund for "jac bottoms 
which at the new parity including transport (according to Indian 
calculation) meant a price of about Rs. 45 at Calcutta. It was 
impossible to continue transactions as long as there was this gap 
of Rs. 10 (Indian) between the minimmm price of Pakistan and 
maximum price of India. A trade deadlock ensued not onj m 
Jute but ‘ in all commodities. The Governrnent of In 
suspended the Open General Licence (O.G.L.X.) for 
from Pakistan, allowing only imports of fish, milk and J 
ducts. She also put a bar on the export of coal to East faus • 
The Pakistan Jute Board which was set up by the 
handle the'problem of jute stopped transit shipments tnroujf 
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Calcutta which increased the pressure on the limited handling 
capacity of Pakistan Port of Chittagong. Thus, jute failed to 
be exported In normal quantity ; and had to be stored up. 
This had a further depressing effect on iute prices. There was 
considerable smuggling at rates below the officially fixed minimum. 
It was some time before the situation improved as new markets 
were found for Pakistan raw jute in overseas countries and 
Handling capacity of Chittagong was expanded. The price of 
jute, however, remained below the normal level and has not yet 
achieved their pre-devaluation height. 

The depressed jute prices adversely affected the income of 
the East Bengal peasantry and reached on other prices on which 
such incomes were spent. Hence the fall in the price of "rice, 
sven though it was in short supply, after the devaluation crisis. 
Prices of articles that used to come from India (e g. Mustared oil) 
rose instead of falling, due to trade deadlock with that country. 

In West Pakistan prices even before the non-devalution 
decision were maintaining moderate levels. After devalution 
there was fall in price of cotton fora time and there was a 
dump in wheat The export surplus of wheat could not he sold 
at remunerative prices in the international market. Some 
provincial governments which had stocked large quantities of 
wheat purchased earlier at higher prices suffered considerable 
losses due to this slump. The price of wheat in ,the free 
market fell much lower than the controlled price in rationed 
ireas. People preferred, whereever they could, to acquire their 
wheat from the free market instead of the gavernment control 
ihops. During 1949, however, rationing of wheat continued in 
important towns of West Pakistan and of rice in Ease Pakistan, 
In 1950 wheat rationing was abolished in most towns “of .West 
Pakistan. 
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The main trend in the wholesale prices of 
commodities are shown below^ : — 


some -impordrif • 


t ' ' . . I 

VC^ealths Index Number of VC^.hoIe sale, Prices. 

August, 1947=100. • , ' 


■ Month. 

i! 

Jute 

September, 1949 ... 

106 

December, 1949 ... 

• 97 

March, 1950 

90 

June, 1950 

92 

.October, 1950 

90 

Decemberj 1950 ... 

88 

' March, :1951 ... 

88. 


Cotton 

Wool 

Whdat; 

Mustard 




oil ’ 

134 

113 

.^44- 

• 133. 

128 

• • • 

. 144 

167 

113 

126 

139 

111 

127 

183 

' 108 

118 

• • « 

203 

104 

165 

148 

.204 

104 

160 

. 152 

208 

, 104 

162 


Change , ... —18 +18 +95 -40 +29 

Thus jute is still (in^ March, 1951) 18 points lower; .as 
compared with September, 1949 and 40 points lower compared to 
January, 1949. Cotton touched its peak in September, 1950 
.vyhen the Index stood at 160. In March, 1951 it is 18 points 
higher than September, 1949. It reached its lowest in the post 
devaluation period in February &. March, 1950 when the index 
number stood at 113. In March, 1951 compared to March, 
1950 it. was . liigher by 39 points. This rise in the. price 
of cotton has been due to exceptionally good demand for 
this commodity ‘in the international market.. due, to the 
Korean conflict and the resulting fear of world war leading 
to gtpck piling, of essential. raw materials on the part of many 
countries. Moreover, the world production of cotton has been 
less than in forhi'er years. The price of wool has risen for 
similar' reasons.'*' V Its index number has; advanced farthest, among 
thcjabove quoted commodities. The price of mustard oil has 
been erratic as before with an upward trend. Within the 
opening iip of trade channels' ■With India it is hoped the price; of 
this article and .other imports from India vy.ill go down to some 
extent. But we cannot expect any sudden relief because prices 
in ..India /of most goods are much higher than they are m 
Pakistan.' ■ ■' - 

1. For wholesale prices of a large number of commodities over the entire 
period see Appendix to this Chapter. 
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22. Effect on tbe Common man. The question most 
'frequently aslced is:‘ How far^has the '',pomman ,man as a 
'consumer benefitted from Pakistan’s decision not to'^ develuatc 
'tbe rupee. ' The common man is not concerned so much with 
wholesale prices even though they did show a downward trend 
during a certain period after the currency decision. It has been 
'suggested that the main benefit of Pakistan’s exchange pol cy 
has been reaped by the middleman. No less an authority than 
Mr. Zahid HusUin the Governor of the State Bank said in 
September, 1950. “The incomes and profits in urban areas 
have continued at their previous levels and have even increased 
in certain sectors. The middleman hrs exploited this situation 
and has been able to keep the prices at high levels and maintain 
fan appeaVance of scarcity of goods thereby increasing his income. 
The benefit of the higher value of the rupee has not been passed 
on except on a limited measure to the consumer. The general 
conditions of profits and incomes tn urban areas have been 
such as to enable him to sell his goods at high prices, which has 
caused dissatisfaction and resentment through out the country 
against him for his unsocial and unpatriotic attitude and against 
the administration for its inability to keep him in check”.* 

Of course if the middleman can make profits by creating 
artificial scarcity he will do so and no amount of condemation 
will deter him. The question is why arc conditions allowed to 
'develop which enable the middleman to make abnormal profits. 
‘Abnormal profits can persist only when the force of competition 
is kept in check The real trouble seems to lie at the stage of the 
granting of import lincenses and exchange facilities. The difficuty 
IS that on the one hand the Government has to be cautious not 
to allow imports "without discrimination} to safegaurd our 
foreign excliange resources for developmental purposes. On the 
other hand if such facilities are granted to a resticted number of 
people they create semi monopolistic conditions and exploit the 
conjumcr. One way is to spread out the total allotments over 
a large number of importers. Another remedy which needs 
trial is to encourage co-operative societies to enter into such 
business especially in the handling of good cf poor man's 
consumption. "The competition of co-opciativcshops will force 
the other sellers to bring their prices into line with the prices 
charged by the former and be content with normal profits. : 

- The common man, however,' lives mostly in our villages 
How has he fared there ? The villager consumes 'very little of 

(I) Speedi delivered ec the Second Annusi genera! Meeting of the Bank, 
On 26 tb ^ptember, P, 8. , 
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imported goods. But the prices of imports do react upon the 
prices of domestically produced articles of his consumption. The 
inost important being cloth. If the imported cloth is cheaper 
the home produced cloth is available to the village consumer at 
lower prices. But this means lower incomes of another class 
common man ’ the village weaver. Similar is the case with food 
grains and agricultural raw materals. The fall in their prices is 
xvelcomed by the common man in the town and the non- 
sgriculturist in the village but it adversely affects the village 
producer so far as be has any surplus to sell. So that the 
‘ comm in ’ man is not one category of persons. 

Since the non-devaluation decision was expected to cheaper 
imports and since imported articles are mainly consumed in urban 
centres it would be instuctive to see how far has the cost of 
living of the lower income groups in towns gone down since 
the decision. 

We give below the cost of living indices in some of the 
towns in Pakistan. 

Cost of living Indices for Industrial workers for selected 
centres. 0) 

(Base: April 1948 to March 1949 ~ 100) 


1950 


January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 


Karachi Lahore^ Sialkot Khewra Narayan 



(Punjab) (Punjab) (Punjab) ganj. (1 

Ronoal 

96 

91 

86 

92 

102 

97 

93 

86 

91 

101 

97 

87 

86 

89 

100 

96 

83 

82 

88 

97 

94 


76 

85 

96 

93 

• • « 

74 

79 

91 

93 


75 

80 

101 

94 


76 

81 

98 

94 

• • « 

79 

81 

96 

94 

« « • 

80 

77 

91 

94- 


79 

78 

91 


According to the above statistics no significant 
has taken place in the cost of living of the working 
Narayanganj and Karachi. There has been, however, 
reduction in November 1950 over the base period in 


(1) Source : Central Statistical office Government of ^kistan. 
(Z) Figures from May 1950 to November 1950 under eompiiati 
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the Punjab towns. Detailed figures of commodity groups show 
that the reduction has been mainly in the case of food. The 
indices of the cost of food are given below 

1950 



January 

June 

November 

Difference 
Nov, over 
January 

Karachi 

96 

91 

92 

-4 

Lahore 

89 

76' 


—13= 

Sialkote 

83 

67 

73 

—10 

Khewra 

89 

71 

71 

-18 

Narayanganj 

103 

95 

96 

-7 


The cost of food has gone down due to better conditions 
of supply compared to the base period and the difficulties of 
exporting the surplus of wheat for the season 1949'50. Though 
this result can be Indirectly traced to devaluation it cannot be 
regarded as the fuUlment of our expectations. Among the 
imported articles the category clothing, bedding and footwear 
should have been cheapened if our expectations had been 
realised. The following is the cost indices of this category. 

Cost Indices of clothingi bedding and footwear. 

Year 1950 



January 

June 

November 

Change in 
Nov, over 
January 

Karachi 

112 

112 

112 

No change 

Lahore 

88 

88 

... 

No change 

Sialkote » 

82 

79 

85 

+3 

Khewra ... . 

89 

78 

72 

“17 

Karayanganj ... 

98 

91 

102 

+5 


(t) Flpirc it for April (2) April OTcr Jtnutrr. 
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Thus in ^ two centres the cost remaired constant', in two it 
increased and in ore it decreased. The one where it decreased 
is a minor town unlikely to be dependent on imported cloth and 
foot wear to the same decree as bipger towns. Thus the maximum 
advanrajic that can he claimed for non'devaluation decision in 
this connection is that it prevented prices to rise to any 
sic'^ificnnt decree. Taking; the whole period from September 
1949 to November, 1950, however, one might say that there was 
a tendency of the prices to come down until the middle of 1950. 
After which date prices have been slowly rising presumably due 
to the rcpurcussions of the Korean conflict. On the whole 
therefore, even if the full advantage has not been transferred to 
the consumers the non-devaluation decision can he pronounced 
as justified. Had India continued normal trade relations with 
Pakistan the net advantage to the country would have been 
immeasurably greater. 



• -WEEKLY WHOLESALE PRICES OF SPECIFIED COMMODITIES IN PAKISTAN 
•FOR WEEK ENDING DECEMBER 30th, 1950. 

Central Statistical Olflcct Goveramcnt of Pakistan, ICarachi. 
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CHAPTER XXIV 


FINANCES OF THE STATE 
(Pakistan** Central Finances). 

1. Introduction . — Thcslcnlficancc of the State finances has 
considerably increased during recent years. There was a time 
when the state was regarded merely as an organ of defence and 
law and order. During the last one hundred years the sphere of 
State ackivlty has extended enormously, in the matter of rcgula* 
tion, CO ntrol and even direct assumption of economic and social 
activities of the community. It was natural, therefore, that along 
with the extension of the sphere of its activities, the size and 
importance of the Statc*s budget should also increase. 

During the last generation or so the various countries of the 
world have passed through the ordeal of two major Wars which 
have involved expenditure on Defence reaching astronomical 
figures. These wars have further shown the scope as well as the 
limitations of state action, in the various fields of social and 
economic activity. The prosecution of these wars has meant an 
organized effort on the p'lrt of communities the dimensions of 
which were undreamt of before. This effort has directly or 
indirectly involved state action and expenditure through state 
departments. New methods and organs of finance have been 
developed, which have far reaching repercussions on the day-to- 
day life of every citizen. 

How a State firanccs Its activlcics> dealing with its short term 
and long term alms and objects, is a moiicr of very great Impor- 
tance to the economic set-up of a counity. There arc methods of 
finance which release potential energies for creative purposes ; 
there ore others which lead to the proverbial killing of the goose 
that lays the golden egg. There are methods of drawing out re- 
sources from private control which creotc Inequalities for the 
various sections of the community and there arc others that can 
introduce a greater measure of social justice. The choice has to 
very caret ully exercised. 

- The Soviet Union has famllliriscd us with the Idea of 
* Economic Planning There has been a lot of talk of Planning 
in the various countries of the world, especially since the great 
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Depression of the thirties put their economies out of gear. The 
recent World War destroyed much that was produ«ive and 
led to distortions and frictions in the economic spheres 
of the countnes that have received its impact. These economies 
were to be rehabilitated in which process the state had to play a 
major role. 


Economic Planning under the aegis of the state is now 
universally recognised as the most effective method of dealing 
with the present economic problems. Finance must play 
a most important part in the planning ; alternative ways of 
solving the financial problems of Planning must be mtelligently 
studied and judiciously chosen. 


Pakistan, as a new'born state, is faced with tremendous 
problems. We have a primitive agricultural economy and 
practically no industries worth the name. Consequently the 
standard of living of the people is almost at the lowest. If 
laisses faire has been rejected by the more prosperous nations, it 
is entirely out of date and out of question in our case. How far 
we shall be able to reconstruct and rehabilitate our economic 
system will depend on the zeal and initiative and resource 
shown by those who are controlling the destinies of our nation. 
In this connection the financial problem will be one of the basic 
problems to 'be tackled. We must carefully husband our 
resources for the service of the nation Public Finance is the 
method by which we can use our resources to the best advantage 
from the point of view of economic development. 

In this chapter we shall make a study of finaricial resources 
allocated to the Central Government of Pakistan and the use 
that has been made of these resources so far. This will involve 
a broad study'of the Budgetary position of the Pakistan Govern- 
ment since the partition and the'analysis of the main heads of 
revenue and expenditure. 


2. -Pakistan’s First Central Budget, August 15 1^^^ 
March 31st 1949.— Pakistan’s first budget was presented by the 
Hon’ble Mr. Ghulam Mohammad on the 29th February, 
Economic life of Pakistan was still in a disturbed condition, due 
to the after effects of the partition and Pakistan had 
proved definitely that 'the prophecies 6Tthe prophets of da^ 
ness about her financial future were baseless. Pakistan s econo y 
had' received a rude shock on account of '“e 

events that accompani'ed ^and followed it. Trad ’ . 

an'd industry was practically "paralysed due to the ^ • 

Non-Muslims who had formed the back bone of enterprise a 
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financiers, traders, and Indiistrlalistf. The finances of the 
Central and Provincial Governments were bound to be adversely 
affected from the side of revenues. The main source of the 
Central Government being the Customs, the fall in foreign trade 
due among other things to the breaUng up of the old trade 
connections with foreign countries was expected to reduce the 
revenues seriously. Income tax was alTcctcd due to fail in 
business activity and dtfficolty of collection due to migrations of 
some of the asscs'ccs and lack of staff. Railway and Postal 
D.»partmcnts suffered losses due to similar causes. On the expen- 
diture side there was the burden of the surplus staff, the greater 
needs of defence especially tn view of events in Kashmir and the 
enormous burden of looking after the refugees, who were 
pouring in like a flood from the neighbouring dominion. It was 
expected that under these circumstances the Central as well as 
Provincial Governments would have to face a huge deficit. 

The Central budget with svhich we arc concerned here 
related to two periods. The period of 7i months from 15th 
of August, 1947 to 3lsc of March, 1948 and the financial year 
1943-49. As regards the remaining portion of the year 1947-48 
the Finance Minister estimated a revenue of Rs. 20.63 crorcs as 
against the expenditure of Rs. 44.02 crorcs. This left a deficit of 
Rs, 23.39 crores for this period. No attempt was made to cover 
this deficit by additional taxation. Later according to Revised 
Hscfmace for ehltperiod however, the deficit was reduced roR5.l0 
crorcs because it was found that defence expenditure had been 
ovcr'budgctcd due to Inadequate data available at the time. 
This deficit was presumably met from the balances of the 
government. 

. . The position regarding the financial year 1948-49 was more 
satisfactory. On the basis of rhe existing taxes the revenue svas 
estimated at 42*33 crorcs and expenditure at Rs, 52.49 crores 
giving n deficit of lO.Il crorcs for the year. To cover this 
deficit Finance Minister imposed new taxes which were estimated 
to bring an additional revenue of Rs. I0.I6 crorcs. Thus it was 
expected that the year 1945-49 will clojc with a small surplus of 
Rs, 5 lakhs. The new taxes that were suggested Included the 
Imposition of the Sales Tax which hitheto had been a Provincial 
head but In consultation with the provinces was ccntralkcd. A 
portion of the yield, however, was to be allotted to the provinces 
of origin* Other taxes were : an Increase on Import duty on Raw 
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was to cost' Rfe 1.'5 cfofes. ’Some chatiges were made in the 
list 'of single point taxes and in the scheduled items which were 
liable to additional Sales tax at one point. While the rates of 
Sales tax were reduced in the case of cloth and watches and the 
lax was" imposed at one stage only on edible oils the resulting loss 
of revenue was to be made good through increased rates ofi 
certain 'luxury items Thus some of the objections against the 
Sales tax were met. No change was made in the exis’ting rates 
of direct taxation but the taxable minimum was raised from 
Rs." 2,500 to Rs. 3000. Certain additional concessions (over those 
inherited ;frdm pre'partition days) -were granted in respect of 
deptCciatioii on machinery and plant used in industrial under' 
takings. ' As a further- encouragement to new industries, the 
impOft duty on machinery was reduced from 10 percept to 5 per- 
cehf arid- import duty on iron and copper scrap was remitted. 
Tuftber, the additional duty imposed in the previous budget on 
■kerosene oil was remitted. Finally the export duty on sheep 
and goat skins was reduced By one half. The net result of these 
r&missions and concessions . was that the surplus of Rs 2,26 
efores was 'reduced to the nominal figure of 6 lakhs. But since 
th'e changes in export and import duty were to be enforced 
immediately an additional net revenue of Rs. 20 lakhs was 
expected in the year 1948-49 which yet had to be closed, thus 
Raising -its surplus to Rs. 63 lakhs. 

The Revised Estimates of the year 1949-50 showed an in- 
crease in expenditure by Rs. 4. 26 crores due mainly to large 
feiependiture on defence and civil works. The latter mainly due to 
the' establisb’ment of Central Road Fund. The revenue receipts, 
'however, ift'ereased' by Rs. 4. 43 crores due mainly to improve- 
m'ent in'Customs revenue and earnings of the Pakistan Railways, 
thus increa'sin'g the surplus to Rs. 23 lakhs instea'l of Rs. 6 lakhs. 

4 . !l?Snancial Year 1950-51, On the basis of the existing 
rales of taxation the revenue receipts for the year 1950-51 
^estimated at Rs. 75.28 as against revenue expenditure of Rs. 77.18 
^crores leaving a deficit of Rs.l. 9 crores. This deficit was however 
be to covered by additional taxation bringing in Rs. 2 crores and 
thus leaving a surplus of Rs. 10 lakhs. The decrease in the re- 
venue for the budget estimates for 1950-51 over the revised esti- 
mates for 1949'50 was due to expected fall in the receipts from 
Customs because of the non-devaluation of the Pakistani rupee, 
jn cases.fWhere import duty was levied on ad valorem basis. 

‘ This fall was expected' ito be Rs. 3. 25 crores, but it was expected 
that this would be made up by improvement in railway earnings, 
income tax, central excise and certain other miscellaneous 
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heads. The expenditure for the budect estimates for 1950*51 
-was, however, expected to be higher than the revised estimates 
of 1949*50 by Rs. 2. 85 crorcs, > 

This was due to Increase in baost of the heads ‘of cxpcndl* 
tures except that of defence which was expected to show a fall 
of Rs. 90 lakhs. Expenditure on civil departments was expected 
to be more by Rs 3 crorcsi due to the expanding activities of the 
various departments. • 

Passing on to the taxation proposals made by the Finance 
Minister on the occasion of this budget we notice that an 
' important step taken was the imposition of an Estate Duty under 
the Estate Duty Act passed during the previous Assembly 
session. The rates of this duty were Included In the Finance 
Bill As regards the Sales Tax In addition to the exemption 
already made in the case of food grains, fresh milk, fresh 
vegetables etc. a further relief was given to the common man by 
exempting from this tax fresh fish and fresh meat. The bales 
Taxon cement exports was already refundable and In the case of 
hides and skins the tax at the stage of sale to the exporter was 
Tcmmittcd and these articles were mode taxable only at the 
, stage of sales to the tanner. While the Business Profit Tax was 
to continue for another year, the Capita! Cains Tax was to be 
discontinued with effect from 1st April, 1949. In the light of 
the general conclusion of the Public Investment Enquiry Com* 
mfttec, that the existing taxation was operating as a dctcrant 
to capital formation and investment m industry, the super tax 
rates for asscssecs other than companies were readjusted through 
n lower level for higher Incomes. Income tax concessions were 
given in the ease of donations to Qaid'C'Aiam Mc.morlal Fund. In 
view of the cheapening of the imports on account of the non* 
devaluation decision of the Pakistan Government, the Finance 
Minister thought that it would not be unfair for the Gove, to 
share in this l^ncfit, especially m the ease of certain luxury goods. 
Import duties on a few items were thus Increased, among these 
were alcoholic drinks, cigarettes silk, art silk fabric, motor cars 
and motor cycles. Relief was given on articles which were 
either In short supply or were required for industries. Duties were 
reduced on mustard oil, jute manufactures, coir fibre, coir yarn, 
covered crucible for glass maUng, aluminium and copper ignots, 
pig lion and barytes. In the ease of linseed oil both standard 
and preference rates were reduced. The duty on motor spirit 
was raised. The duty on kerosene which had been reduced by 1 
anna per gallon during the previous year wjs restored. To 
facilitate the transmission of books the postal charges on b^k 
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-paciccts Tircrc also icduced. ■ It was tKus that the deficit of 190 
lakhs WSJ conrarted into a surplus of Rs. 10 lakhs. It was how- 
crcr, expected that on account of the pranc proposed for the 
PeshswsT University this surplus would be further reduced. 

The revised estimates for the year, howeve-j increased this 
surplus to the remarksble fipure of Rs 2S.9S crores.’the Revenue 
receipts ^cresing toRs. 123.6S crorcs and expenditure to Rs. 94*72 
crores. * The increase in revenue receipts (by Rs. 46.40 crores) 
Was largely due to increased income from customs i.e. from 
budgeted Rs 33.15 crores to Rs.75.CS crores, an improvement of 
Rs. 41.93 crores. This \\*as due to the greater demand at higher 
^ prices of our exportable raw materails especially raw cotton which 
last commodity was alone responsible for an additional coustom’s 
revenue of Rs. 25 crores. Due to higher demand and soaring 
prices the Government was able to increase the export duty -on 
cotton on eordOctober, 1950 from Rs. 60 per bale to Rs 180 per bale 
a.nd again on 25th November to Rs. 300 per bale. A duty of 25 % 
advolorem was impesed on the export of wool from 6thDecembere 
1950, which was expected to yield another Rs. 20 lakhs. Part of 
the increased revenue from customs was paid to East Bengal 
due to a concession under which the receipts from the jute duty 
for the year 1949-50 and 1950-51 were pooled to apply the 
maximum limit of Rs. 3.50 crores as per share of the basic duty.^ 
Even then the increase in Customs revenue was remarkable. 
Income Tax receipts increased by Rs. 3 crores due to an intensive 
drive for clearance of arrears, introduction of the system of 
provisional assessment on returns submitted, and lightening up 
of the collection machinery. The net yield from the sales tax 
increased by Rs. I.S crores due to increased volume of trade and 
commerce, higher prices and improvement in the collection 
of machinerr. A crore of rupees was added as profits made by 
tlic Jute Beard. To some extent these increases were county 
balanced ry short falls under salt due to trade^ deadlock with 
. India under Railways due to non-receipt from Indja of accumulat- 
ed balances on account of cross and through trafic and unacr- 



'■sffis -uj-as tie SisxrsinEi En.it to tie avers^c of tae two yc£rs. 
Woule Twdlt ic in. sSSiiicnEl psynent Ry. S^- is.« to nest 
-'carrentyem,*’ (Ba-Ssretspeedi USI'SI)- - ....... 
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‘cutrency due mainly to nbrnreccipt of Rsf 1* crore' from India 
as'our abate of the profits of the Reserve Bank of India for the 
fVear ending 30th June, 1948. 

The increase in expenditure of Rs. 17.54 crores was due to 
(a) increase on account of Defence Services Rs. 10.70 crores. Of 
"this, Rs. 10 crores was merely a transfer from the Capital Budget 
to the revenue budget, (b) Rs. 2 crores grant to the Pun/ab Gov- 
ernment for flood relief (c) Rs. 1.09 crores under Civil Administra- 
tion mainly due to grant of Compensatory Allowance to ’low 
paid staff with retrospective effect from 1st January, 1949,* in- 
creased contributions made to the provinces towards the cost of 
Border police and provision of Rs. 50 lakhs (which again was a 
transfer from the Capital Budget to the Revenue Budget) for 
•grants to provincesfor Agricultural Development Schemes. Thus 
increased expenditure was mainly due either to transfers from 
the Capital Budget or for relief to Provinces. A provision of 
Rs 2 crores has been made in the R.E, for 1950-51 and B.E. for 
1951-52) for the redemption' of loans utilized for capital expendi- 
ture on unremuneratlve schemes which is sound finance. 


, In spite of all these generous provisions the Revised Esti- 
mates for the year 1950-51 as already noted, showed a huge 
surplus amounting to Rs. 25.96 crores. This surplus has been 
utilized by the Finance Minister as follows 


Fund for Schemes of Social Uplift. 
Fund for Aircraft Factory and Heavy 
Gun Manufacture, 

Fund for Schemes of Economic 
Development. 

Refugee rehabilitation Fund. 

Total utilized. 
Surplus left. “■ , 
Total surplus obtained. 


Rs. 7.0 crores. 

Rs. 5.0 crores. 

Rs. 13.0 crores. 
Rs. 3. 0 crores, 
Rs. 28. 0 crores. 
Rs. . 96 crores. 
Rs. 28. 96 crores* 


t 5. Financial Yearl951-52. On the basis of existing taxation 
the revenue receipts for the year 1951-52 come to Rs.116. 27 
j crores and revenue expenditure at Rs 96 53. The former is 
Rs. 7, ^0 crores less and the latter Rs. 0. 81 crores more as com- 
pared with the corresponding figures for the Revised Estimates 
for 1950*51. Receipts have been budgeted with caution because 
^ there is no certainty that oondltloni that increased the customs 
•5 receipts so enormously during 1950*51 would persist. Hence 
under this head Rs. 65. 17 crores instead of Rs. 7503 (of the 
Revised Estimates) have been budgeted. Increases, however, 
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are expected under Central Excise (Rs. 50 lakhs) and Sales Tax 
(Rs. 20 lakhs net). Estate Duty is estimated ' to' yield another 
Rs. 40 lakhs. Increases are also expected under Railways and 
Currency (Rs. 1 crores due from Reserve Bank). 

Revenue expenditure will be larger by Rs. 81 lakhs. But 
this conceals a much bigger increase because expenditure in' 
curred on the Flood Relief grant to the Punjab (Rs. 2 crores) 
and transfer to the Refugee Fund (Re. 1 crore) is not to be re- 
peated during 1951'52. The effective increase in expenditure 
thus is Rs. 3.81 crores. 

The increased expenditure is mainly under Civil Administra- 
tion (Rs- 2. 27 crores) to be spent on' education, health and 
agriculture like the year 1950-51 during^ 1951-52 also larger 
amount (Rs. 10 crores) are budgeted for Defence in the Revenue 
Budget with a corresponding reduction in the Capital Budget. 
Pakistan is gradually reverting to the practice of undivided India 
before the .last war to charge thp whole defence expenditure to 
Revenue. It was only during the War that due to-, vast 
expantion of the Defence Services, a portion of this expenditure 
was allocated to revenue *' In Pakistan ’’ in the words of the 
Finance Minister “We were faced with "the task of initially 
equipping and organizing our Defence Fprces in the difficult 
circumstances arising from non-receipt of our share of Defence 
Stores from India, and have consequently been charging a por- 
tion of the Defence Expenditure to CapitaF- With the improve- 
ment of our revenue position more burden of Defence is 
transferred to the current revenues. This is' a wise decision 
because Defence Expenditure being not strictly productive 
does not create the means of paying off the debits incurred 
for it. We shall return to this subject later. 

The gross surplus of Rs. 20. 74 crores arising on the basis 
■pf existing taxation has been utilized by the Finance Minister 

I. Budget Speech 1951 - 52 . Page 9. 
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Irt th6 followihg manner : — ' ’ i 

Rs. Ctotcs. 


Fund for Schemes of Social Uplift. 

Fund for Aircraft Factory and Heavy 

= 

3.00 

Gun Manufacture. ... • 

fund for Schemes of Economic Development 


, 2.50 

(Industrial, Agricultural and other's). 

— 

3.50 

1 Total. 

— 

9.00 

Tax Relief. 

r= 

l.‘)4 

Grant to Provinces for Social Uplift 



Schemes. 

= 

8.00 

Refugee Rehabilitation Fund. 


2.00 

, Total allocated. , 


20.44 ' ' 

, Surplus left. 


•30 

Gross surplus earned 

= 

20.14 ; ' 


F^om the allocations of the surplus of 28.96 obtained for th^ 
years WSOSl (R,E.) and 1951-52 (B E.) it Is clear that the Finance 
Minister has followed very sound canons of finance, of. the 
sgBtcgate gross surplus of about Rs. 50 crores as much as 26.5 
crores or more than half has been set aside in the form of Funds 
for Social uplift and economic development and a further Rs. 
16 crores has been provided for giving grants for social uplift 
schemes to the Provinces. . This exhausts about 90% of the total 
gross surplus. Out of the remaining Rs. 5 crores has been con- 
tributed to the Refugee Rehabilitation Fund which again is for 
the economic and social uplift of the people. Rs. 10 crores has 
been formed Into a fund for Aircraft Factory and Heavy Gun 
Manufacture and no one can say that this money has been 
badly allocated because this Is a contribution for creating the 
foundations of our Defence within the country. It ts only the 
paltry sum (compared to the enormous surplus available) of Rs. 
i.44 crores. That has ben used to give tax relief, When wc 
look into the forms in which this relief is given wc find that 
its purposes are also very laudable. Most of this has been given 
as concessions to promote industrial enterprise and develop* 
^raent in the Country ' Super Tox rates have been again adjusted 

<1) Fordetillirecinilncconcettioaito lodattiY see Chapter XIV See: 
{| • ptge Z&6 of thii book. 
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to lower levels for assessees other than, companies:; concessfons 
have been made to investors in the from of exemptions both 
in income tax and super tax ; the existing concession to industry 
in the form of exemption from income tax of profits up to -5% 
has been extended ; the concession on new constructions first 
given in 1946 has been revived, customs ^duties on certain 
industrial raw materials have been abolished or reduced. As 
recommended by the Tariff Commission the Government have 
agreed to Full rebate of duty on raw materials required in the 
manufacture of lanterns and grinding wheels produced in 
Pakistan and a promise has been made to consider sympathetic^ 
ally similar recommendations of the Commission for other 
industries.^ ... 

Further the general demand for imposing the Sales Tax- at 
one point only Has been accepted following the recommenda- 
tions :of the Sales Tax Committee appointed by the Govern- 
ment last year.^ Exemptions from this tax have been granted 
fo' imported capital machinery and spare parts imported as part 
of initial equipment. ' - - ‘ . 

Nor has the Common man been neglected in givjng relief. 
The standard rate of duty has been reduced from 54-% to 40% 
and preferential rate from 40% to 23i% on such spices as 
Cardamoms, Cassia, Cinnamon, Cloves, Nut megs and peppers. 
Duty on Kerosene oil has been reduced by half an anna a gallon 
and on medicines from 37^% to 30%. 

*■'' No new' taxes have been imposed. The Business Profits 
Tax, however, has been extended for another year and so have 
been the taxes and duties imposed by the Supplementary Fin- 
ance Act of 1950 for meeting expenditure on rehabilitation or 


(1) Budget speecli 1951- 52page 23. 

(2) The system of single point sales tax in the 
Minister will work-as follows : — 


words of the Finance 


' * In the case of imports and exports, tax will be levied on the 

or the exporter as the case may be, on the basis of the value assessed for cus 
purposes plus the customs duty, if any, and in the case of goods manu , 
in the Country on the basis of the Manufacturers’ sales price, in ^ ^ 
point tax will be secured by a system of licensing where by the jj gjjQ 

facturer will be allowed to import raw materials free of tax. tie ^ , 

be jentitled to purchase material free of tax from a licensed wholes 
would also be allow that concession. The licensed manufacturer 
licensed wholesaler Will be assessed oh sales made to u- u 

licensed. Similarly the importer will be taxed on his Scccch 

bimself the Hcensea manufacturer-or the licensed wholesaler 20. 


and the 
arc not 
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refugees. Exemptions from Inrome tax of iftcomes derived 
from property held under trust or other legal obligations for 
religious or charitable purposes have been restricted In order 
that only bom fide charitable purposes are encouraged. 

, ^ Certain charges have been made in the method of impoa* 
ing duties Thus, hides and skins which were hitherto assessed 
on the basis of tariff values fixed for various varieties, will now 
be assessed on real values. This change has been widely^criticis' 
ed by the trade on the ground that it will make it difficult tO 
allow for the duty at the time of making sale contracts and thus 
will introduce an element uncertainty. The matter requires 
detailed investigation in collaboration with the trade. On the 
whole It would appear ihat the Finance Minister has utlhrcd 
the windfall of a surplus very wisely and With great sense of 
proportion. If the surplus persists perhaps next year more 
relief in taxation to the lower income groups will be justifiable. 
As it is our taxation structure has a tendency to be regressive oh 
account of the inevitably greater reliance that has to be put up 
on indirect taxes as we shall see presently. ’ * 

** Cl) Thu Act pstsed in October, 1950, impoied the following taxes w 
(d) Liquors Cizartttes and Ptttel Extra cherge of two annas per bottle 
of beer. Ale Fort or cider, eight annas per bottle Increase in the ease of 
Btandr, Gin and Whisky, an Increase of 3 pies per 10 dgaiettes. The cost of 
petrol per callon was increased by a similar amount 

(b) EnterreinTnent end Travel 10% and Z0% respectively on the existing 
rates ot cncertalnment and betting taxes were levied as surcharge in additions. 
Cinemas were classified into three categories and a flat rate of tax was to be 
Purged to each class. Travellers by air were to pay Rs on a fare not 
exceeding Rs l>9h and Ri 5/' in the case of fares exceeding that limit. 
Surcharge on Railways and Inland Steamer fares were enhanced by an anna 
In the case of Jrd class or Deck Pasrengers to 8 annas for First class. 'Nothfag 
extra, however. Was to be charged on fares costing less than Rs 3/^ Slmllir 
charges were tntroduwd on freights and a toll on all freights by road wit 
Imposed. 

fc) Land Ret enue. Zemindsrs In Sind paying land revenue and water 
rates exceeding Rs 1.999/- were to pay 3 plea per rupee more and In N W F P , 
East Bcngtl and the Punlab where total land revenue payable exceeded Ri. 349/- 
• surchttee or cess varying from Rs l2*-toRi lOOD/- was to be levied. * 

, (d) Tax on Professions Legal prsaltioners. Income tax pttctlooert, 

clearing and forwarding agents and coittneton were to pay a tax ranging 
between Rs 20/- to Rs. 200/-. AU shops (excluding temporary stalls and 
htwkersl we« to pty Rs 1 3/- a yeat and exponers and loponets a license fee 
varying from Rs. iO/. to Rs. 1000/- a year 

> The value of revenue (receipts) stamps was Inereaied from one anna to 
two annas and turehsrcc at the rate of 3 pies per telegram levied Private ears 
and rsxls were (o pay Rs. 12/-. load carriers Rs. 25/- and buses Rs. 50/- per 
year. Toll on vetielt plying inland wratet ways tangiDf froB lU. lOO/- to 
Ri. 100»/> according to tonnage was lavUd J 
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\ -6. Growth of Revenue and Expenditure; . = 

‘ So-fa,r we have been concerned with the over all picture 
of'bur ftnancTes and have concentrated mostly bn way the balance 
between revenue and expenditure has been obtained and how 
the exceptionally large surplus that has been revealed, at the 
occasion of our latest budget has been utilised. Statistical 
balancing of the buget is no. mean achievement, in' the modern 
world of deficit, budgets, for- a new State the financial founda- 
tions of. which were being questioned in several quarters even 
before its birth. And ;this balancing has not been achieved 
through I'uggling with figures as is sometimes done. It has. been 
achieved through the most straightforward methods of financ' 
ing by> keeping expenditure within the taxable capacity, of the 
people. . Further the balancing of the budget has not been, .at a 
static level. Our revenue receipts have shown a steady increase 
.throughout; the period of Pakistan’s existence. Last year there 
;Was a- sudden: jump due to reasons already explained. The 
table- below indicates the rate of growth of revenues and. the 
expenditure of the Central Government. , . . . ; > 

Growth of Revenue And Expenditure 

.Surplusk 


. Year 

Revenue 

Expenditure ..Deficit— 


Rs. 

Index. 

Rs. 

Index. Rs. crotes 

* ’ ' * ■ ■ 

crores 


crores 


i.l948-49(R.E.)- . 

58.70 

100 

58.27 

100 ' . +.43 " 

.-1949'50 (R'.E.) ■ 

75.45 

129 

75.22 

129 +.23 - 

•1950‘'51 (b;e.) ' 

77.28 

132 

77.18 

132 +.10 

/i950-«'5i (R.e;) : 

,123.67. 

210 

94.71 

162 +28;96' ■ 

ll951’-52- (B.E.)' 

- 116.27 

198 

95.52 

. (.+ .96) ' 
.164 +20.74/./ 





; - (+ .30)-^ 


Thus there was an increase in revenue" receipts of , about 
one- third in, the Budget Estimates for 1950-51, compared : to, the 
•first Complete post partition; year, which -became/ rriore .than.; a 
in the Revised Estimate for 1951*52 which latter were-made 
with caution. Expenditure increased pfopqrtionafely, wfihin 
revenues until in. the Revised Estirnates .for . 1950 51 Jagged 
Considerably behind; ■ After disposing of the. major portions or 
the surpluses earned dr' estimated to' be: earned they actual- 
surpluses have been reduced to the figures'shown in brackets' tor 
•the'lest.,fwd financial years. But increases made in' expendi- 
tqfe^, in .;this way ,are. represented/ .mostly by ^they;^cxeatipn;or 
Devclopiiiental funds, as- we have already note.d.^ ^ Tpe; finance 
Minister* therefore, has followed’;the mpst.drthqdoxmetnoas.pt 
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Hnancc and has rightly avoided risky experimentations during 
this critical period of our existence. 

’ Main Sources of Central Revenue. 'So far so good when 
wc examine jChe main sources of the revenues of the Central 
Government certain characteristics of our txation structure 
come to light which reflect the underdeveloped nature of our 
economy which cannot be a cause for self-satisfaction to us. The 
table given below sets 'for in percentages (a) the relative impor- 
tance of the various sources of Central Revenue and (b) ‘Changes 
jthat have occurred in this relative importance over time Indian 
figures for 1951=5 (B.E.) are given for comparison. 

'.PERCENTAGE SHARE OF REVENUE RECEIPTS. 

PAKISTAN INDIA 


Heads of Revenue. 194849 1949-50 1950-51 1951-52 .1951-52 



(R.E.) 

(R.E.) 

(RE.) 

(B,E) 

(B.E) 

Customs. 

47.0 

46.0 

60.7 

56 0 

,33.8 

Central Excise. 

9.0 

IS 

5.2 

• 60 

16.9 

Income Tax 

10.4 

10.5 

7.8 

8.5 

, 30.3 

Corporation Tax. 

0.9 

1.5 

1 22 

2.5 

7.0 

Sales Tax 

60 

76 

6.3 

7.0 

— 

Salt. 

5.7 

3.3 

1.9 

22 


^Others. 

1.0 

3.2 

1.9 

, 2.2 


Total Principal 
Heads 

, 800 

j’79 6 

86.0 

84.4 

- . 

Railways. 

1.4 

' ' 3.9 

2.0 

2.6 

’ .IS 

The Rest. > 

18.6 

.16 5, 

12.0 

13.0 

, 4.7 

Total, s' 

100,0 

100.0 

100 0 

100 0 

100.0 

Total in Rs. Croies. 

58.70 

75.46 

123 67 

116.27 

,417.42 


The above tabic reveals that our Central Government 
mainly depends upon "Customs for its revenue receipts. The 
percentage was over 60 for 1950 51 tR.E.) and normally it is 
nearly half of the total, as compared to about one third In the 
‘case of India. Derailed figures reveal that of gross custom’s 
collections In 1948 49 (R.E.) about 80X were derived from Sea- 
Customs and 20^ from Land tCusrom^ for the year 1950-51 
“'’'’"’*7T5'’UettiTrafr7»er»rIlunr7trn>rbudi<rtrg»TdtngT5eihaielntIier«*r 

euftom* revenue of Impott end trpon datlee reipectlvety. The receni incresM 
in the cuftomi reTeoue.howeTer, hss been due to ctt*texlDCome.ftomexport 
dutlee. • * 
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(R-.E.) the percentages were 90 and 10 respectively. This change 
was due to cur greater trade with countries other than indi'a 
after the non-'dcvaluation dispute, our ^ land borne trade 
being mainly with India. The relative importance of 
Customs lias increased considerably during the last year but 
this may be only a temporary phenomenon due to abnormal 
stimulation to our exports enabling us to impose high export 
duties on our exportable raw material like cotton. 

Ufjto the Budget Estimate of 1950-51 the income tax 
(including Corporation Tax) receipts were increasing faster 
than receipts from Customs. Thus between 1948-49 (R.E.) and 
1950-51 .(B.E.i while Customs Receipts Increased by 20 percent 
receipts from taxes on incomes increased by 46 percent. As 
regards Corporation Tax alone through the revenue derived 
from it formed a very small proportion of the total revenue it 
was growing at quite a fast rate. Between the two financial years 
mentioned above receipts derived from it increased from Rs* 
50/' lakhs to Rs. 455/- lakhs or by over 800%. Taking Corpora- 
tion Tax and income tax together the receipts from them were 
90% higher for 1950-51 (R.E.) and 100% higher for 1951-52 
(B.E.). This is a good increase though Customs increased 
faster during these two financial years i.e. by 180% and 140% 
respectively. It is expected, however, that when normal trade 
"condition are resTored the rate of growth of* our revenues 
from income will again be greater than that from Customs and 
- other indirect taxes. This is bound to happen as our industrial 
‘ development gathers momentum and directly taxable incomes 
increase. At the moment, however, we have to defend mainly 
on'indirect taxes financing our Central Governments activities. 
'*Taxes de'rivcd frorn'incomes from only about 10% of the -total 
revenue receipts as against almost 40% in the case of India (B.E. 
"1951r52) and much higher percentages in the case of other 
modern countries as the following table reveals ; — 

""PROPORTION OF REVENUE DERIVED 

FROM TAXES AND INCOMES. ' 


Country. . 

IJ.S.A. 

. U. Kingdom 
Canada. 
Australia.' 
India. 
Pakistan. 


(Figures for 1950-51 

Units of Total 

Currency. Revenue 
$Millions. 37,306 

£MilIions. 3,898 

Millions $/. 2,430 

£Million. - 470 

Rs. Crorcs. 350 

Rs, Crores. 75 


le venue. derived o as a 
from taxes on , percen- 
Incomes or 2 


28,764 

1,778 

1,156 

214 

109 

10 


77 

46 - . 
48 . 
46 ; . 
. 31 ... 

13 
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• Dependence mainly on Indirect taxes is not only a sign of 
' undeveloped nature of the economy of a Country but It also 
indicates an unequal distribution of the tax burdens. Taxes 
on commodities and services tend to be regressive in chancter. 
In other words their burden tends to fall more heavily on lower 
income groups which go?8 against* the canon of equality and 
justice which should be a feature of a good tax system. No 
doubt in Pakistan the Finance Minister has made all efforts to 
mitigate as far as possible this character of the tax Jysrem. 
Higher rates of taxes are imposed on business and need of the 
poor.are exempted as far as possible from duties. But in a poor 
country If only business are taxed the consumption of which is 
relatively small the tax p'’oceeds will not be enough even to run 
the routine machinery of Government. Moreover, the demand 
for business being inelastic too high a duty on them may dry 
up the source through falling off in demand. Further it is 
impossible to draw a line between the needs of the poor and 
needs of other classes. The very basic necessity of life may be 
exempted but even this term is elastic in Its connotation. It is, 
therefore, almost impossible to make on indirect system of 
taxation both productive and equitable. The only remedy is 
the long term one of developing the resources of the country 
and creating expanding, sources of incomes which could be 
directly taxed. The statistics of Corporation and Income tax 
reveal that these sources are becoming more important as time 
goes on but the rate of their growth needs further acceleration 
and we hope the Government is doing ail It can In this 
connection. i 

Central Excise Duties and sales tax arc other two important 
sources of Central Government’s revenues. They both lall In 
the Category of indirect taxes like Customs. The difference Js 
that they arc more reliable than Customs as sources of revenue 
because they depend more upon economic conditions, within the 
country. Customs revenue is liable to serious fluctuations 
especially that proportion of It which is derived flora export 
duties upon a few raw materials like raw jute and taw cotton, 
taw wool and raw hides and skins. The demand for these 
products in the international market is subject to violent 
Huctuation and ever dependence on them, cspccialy when their 
destinations are only a few countries, is not a point of strength 
for our economic or financial structure and needs rectification 
through greater diversification as regards commcxlltiei and 
markets. Moreover, with greater Industrial dcveloprr^ and 
.increase in the degree of our cronomlc scu 
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revenue is' likely to go down,- But with increase in internal 
consumption and trade the revenue from excise duties and 
Sales Tax will incrcnsc. 

The revenue derived from Central Excise Duties is detailed 
below : — 

CENTRAL EXCISE DUTY, 


t 

1948'49 

1951'52 

Increase 1951-5 

Commodities, 

R.E. 

B.E. 

(B.E.) overl948‘ 

Motor Spirit and 

Rs. Lakhs. 

Rs, Lakhs. 

49(R.E.).Rs.Lakl 

•Kerosene. 

33 

1,60 

-K127 - 

Sugar. 

22 

30 


Matches. 

11 

10 

-1 ' 

Tobacco. 

190 

2,81 

•f91 

Betel nuts. 

90 

1,00 

+10 - ^ 

Ten. 

50 

70 

+20 

Cotton Cloth. 

120 

54 

-66 - ■ 

Other items. 

5 • 

4 

-1 

Total. 

5,21 

7,09 

+188 '■ ■ 

Refttnds. 

-1 

-9 

+180 -■ 

Net Ucceipts. 

5,20 

7,00 


Income from this source increased by 35% during the period 
under review. The most important sources are excise duties 
on tobacco, motor spirit and Kerosene oil and betel nuts, which 
together accounted for 77% of the total revenues from this 
source. Apart from Motor spirit separate figures for which are 
not given in the budget the rest of these taxes is mainly on 
items of common man’s consumption. The taxes* therefore, is 
highly regressive. Tax on tobacco which is the leading item is 
desirable on the ground that discouragement of its consumption 
is good from the point of view of peoples’ health. The income 
from excise duty on cotton cloth has fallen presumably because 
of exemptions given on cheaper varieties which is to the good. 

The sales tax has been a subject of controversy from 
than one point, of view. In the ^rst place this tax wa 
provincial source of revenue according to the allocations ma y 
the Government of India Act, 1935. This and the Estate ^ 
recently imposed were taken over by the Centre thoug 
temporary basis. This tax is collected by _the Centre 
shared with the provinces of origin on 50r50 basis. In 
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necessitated by the serious fall In the revenue resources of the 
Centre on account of the meapre yield of Income tax receipts in 
Pakistan** It is hoped that as the finances of the Centre improve 
this expanding source of revenue 'will be 'restored to the 
Provinces. ,The other point of criticism brought against this tax 
was the miltipHcity of points at which it was originally collected. 
This led not only to inconvenience of collertion and opened* up 
loop holes for corruption and evasion but also increased its 
burden since the same article paid the tax again and again as it 
changed shape and hands In the last budget as we have already 
noted the tax has been made a single point tax. But the fiat 
rate of 10% within higher rates for business appears to be a very 
heavy charge and contributes constdcrably to the regressive 
character of our system of taxation. It is good, however* that 
certain important articles of common use especially foods and 
essentials of industrial development have been exempted from 
this tax. 

Another unpopular tax is the tax on salt which wm 
completely abolished by the pre-division Government of India 
after a long agitation against it. Pakistan was forced to rc'impose 
this tax and now It forms about 2 per cent of the total Central 
'ffivenues.' The tax Is highly regressive and being on a basic 
necessity of life cannot be easily evaded. But the total amount 
of tax paid per head of the population is about 5 annas a year 
.which is not a heavy burden even on the common man. Saving 
of.5 annas a year per head or Rs^l/8/' per family a year will not 
make any significant improvement in its purchasing power ivhilc 
it gives about Ks. 2) crores to the Central Exchequer which can 
be usefully employed for promotion of common welfare. We do 
not, therefore, favour the abolition of this tax. « t 

The items above considered exhaust the principal sources 
cftcvcnac. Inaddicha rite GbMrmnrenf rierit'vff aboac Rf. 3 
crores from the Railways and about 10 lakhs from the Post and 
Telegraphs Deparment. The railways have shown remarkable 
improvement and wc have already discusicd their finances 
elsewhere. The income from the Post and Telegraph is only of 
lAinor importance and have only become positive from the Kar 
1950-51. «•- *•'. * / , 

The remaining sources which form about 12% of the total 
revenue arc constituted by incomes derived from whatarc usually 

f Provincial heads but relate to Centrally administered areas e.g. 
and revenue, Provincnl Excise Stamps etc. Their receipts 
mainV relate to Karachi and some to Baluchistan, A sum of 
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Rs. 100/' lakhs in the Revised Estimates for 1950-51 and Rs.-. 20 
lakhs for Budget Estimates 1951-52 are accounted for by the 
receipts under the Supplementary Finance Act of J950, the 
details of which have already been given by us, 

8. Main heads of central Expenditure. The Expenditure 
of Government is of two categories (a) Revenue Expenditure 
and (to Capital Expenditure. Revenue Expenditure in incurred 
normallv from the current proceeds derived from taxes, .fees 
or incomes from Government enterprises or property. Capital 
expenditure is undertaken from money collected through loans 
floated by the Government. We ignore here the expenditure 
that some Gov’’ernment incur usually for financing of War 
through printing currency notes which is the worse kind of 
inflation and inequitable taxation of the people. Our Governrnent 
has never likely to be so unwise as to do so. ; 

To take the revenue expenditure first we have already 
seen how this expenditure has increased since the partition by 
about 65% though revenues have increased by 98%. The- table 
below indicates the proportion of the total expenditure incurred 
upon some important individual heads: — ... 


PERCENTAGE SHARE IN THE TOTAL REVENUE 
EXPENDITURE OF VARIOUS HEADS. ' 


PAKISTAN 


INDIA 


Heads of 
Expenditure, 


1948-49 
R. E. 
%of 
total, 

' 3.0 


Direct Demand 
• on Revenue. 

Debt Services. 

Civil Administration. 
•Civil Works. 

Defence. 

The Rest. 

Total. 

Total expenditure in Rs. 
Crores. 


1949,50 1950-51 1951-52 T951-52 
R. E. R. E . . B. E. B. E. 
%of %of. %of,..-%of 
total. total. total. total. 
2.8 2.5 2.7 3i9 

4.0 5.0 6.6 6.6 . 9. 9 

18.0 18.0 18.2 20.4 .15.0 

1.0 . 2.0 1 . 2 1.1 . 3 - 6 . 

70. 0 67.7 \ 64.0 65.0 48.0 

4.0 4.5 . 7.5 4 2 19. 6 

ICO. 0 100.0 100.0 100.0 100,0 
58. 27 75.23 94.71 95.52375/43 


' Direct demands on Revenue represents the , direct expendi- 
ture incurred on the collection of the revenue already consi- 
dered. ” Debt Services ” is the interest and other 8^ 

•loans incurred by the Centre and interest 911 unfuhd edaept. 
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For the year 1950*51 (R.E)'”and 1951'52 (B.E,)^a sum of Rs. 2 
Crores each Jbas been set aside for amortisation of debt relating 
to Capital Expenditure incurred on unremuneratlvc objects.* 

Jt ♦ Civil Administration which accounts for about 20% of the 
total expenditure on the Central Assembly, Ministries and Cent* 
ral Services including the services relating to the Centrally 
administered areas of Karachi and Baluchistan which constitute 
general administration. These exhausted about 16%*of the 
total expenditure under Civil Administration In 1951'52 (B.E). 
Police took about 8% and Education, Public Health Agriculture, 
Industrie;, Co-operative etc., together took about 20 percent. 
Another 30% was spent upon the Frontier l^egions for , various 
protective and Welfare Services and the balance of about 257, 
on miscellaneous services of all kinds. The Civil Administration 
includes depattmenr of Common Social Welfare as well as 
protective and strictly administrative departments. If welfare 
services are expanded more expenditure ivill have to be in- 
curred under this head. ) 

The most important central Head of Expenditure U 
Defence. It has been widely objected (perhaps due to fhe 
habits formed under the alien rule of pre-partition days) that 
Pakistan Is spending over too much on Defence. If by this it 
Is meant that Defence Expenditure forms a high percentage of 
our total expenditure no one can quarrel with this statement 
-of an obvious fact But if it is Implied that wc are spending 
more than the needs of the state require this would be an 
irreiponsiblc statement. How much is required to ensure the 
security of the state Is a technical question on which only 
miUtaty experts can pronounce a judge and wc trust the Govern- 
ment of Pakistan is not spending these huge amounts without 
expert consultation and guidance. It is, however, regrettalilc 
as admitted by the Finance Minister himself several times, that 
wc have to lay aside Such a huge proportion of our resources 
for ensuring our independence* According to the table given 
earlier wc spend about 65% of our total revenue expenditure on 
Defence. In some years It has gone up to 107 , . ^ 

Apart from this revenue -expenditure additional sums spent 
under thU Head In the capital Budget. The table fiven below 
gives the aggregate expenditure on Defence os a percentage of 
total Expenditure including Revenue and P - • - 


(1) Sm tbsC«Dtnl Dtti(«t(l95t*S2) Fcft 21 
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; ■ Ajfgire'gate Defence Expenditure \ ' m ' 

• . year Total Gxpendi'i Total Defence Defence Ex- 
. . turc Revenue Expenditure penditure as 

■ ' & Capital Rs. Revenue' &. . per centige of 

stores. Capita! Rs. Total Expend!? 

' • ■ Crores. ture. ' ^ 

m8'49, (R.E)' 98. 22 '’ 61.39 . 60.4 '■ 

i9^9'50 (R. E) 110.38 - 75.- 60 68.5- ' : 

1950- 51 (R. E) 115. 48 ' 74. 24. 64. 3 ' 

1951- 52' (R. E) ,i43. 92' 79. 39' 55. 2 ' •: 

India (19"5 1-52) 558.59 192.99. 33.0 


'■ Thus we are spending between Rs. 70 to 80 crores a year 
on Defence. The percentage has come down during 1951-52 
riot because there has been reduction in Defence Expenditure; 
Blit because there has been an increase of about’ Rs 14| crores‘4n 
Capital Expenditure under State Trading Schemes; -The 
Defence Expenditure has been the highest for 1951-52 (B.. E) so 
far. , . 

• Some a'diustmeht, however, has been made in the allocation's 
of Defence • Expenditure as between revenue and Capital 
Accounts. Defence Expenditure Under Capital account /-has 
Been decreased by Rs. 10 crores for each of the financial years 
1950-51 (R^ E‘)' and (1951-52) (B. E.) and a corresponding- in- 
crease has been made under Revenue Account.- This as- we 
Have* already rioted, is a step in the right direction, - Attempts 
should be made to have capital expenditure only ■ on scHemeS» 
'^hich are productive in the long run and will pay off thes debts 
incurred to finance them'. The rest must come from current 
•tevennes.' •' ' - - • j . . . . ; ' ; 

. Tt will be interesting to compare .Defence ExperidRhre^'ih 
’-Pakistan with that in some other countries. As the table _.givep 
Tabove indicates India spends about 2 \ times more'on Defence 
'compared to' Pakistan though it is only 33% of her total Expeiidl 
ture taking revenue and capital budgets together. 'Cost or 
'Defence does not increase in great proportion to the size\of the 
•.country or the magnitude of its revenue resource^,„ .A, certain 
rminimum has .to ; be spent whatever .the. total reyenues-.apd 
Iienc.e..,the . percentage is higher fpjr^. nations with inpre.. limited 
resources." ‘ 


(1) Exclude! Capital cxpenditurc'unjcr'cut'ren’cy- 


V>) 
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Ths tabls ffirca beJovr coznparej the EVfence expen(?lf«rf 
.•mi a petccntase of total Revenue Exrcnditute In some cvwntrle* 
•of the Trarltl. ' 


Country 

Units of 

Total of 

Defence Ex* 

4 as lift' 

. 'J \ 1 . 

, currency 

expenditure 

pendlture 

centatv’ 


• 2 

3 

4 

ol'vl 

U.S.A. 

. $ Millions 

“I’.-laO 

13,537 

33 

njjc. 

£ Millions 

3.-t-lS 

781 

22 

Canada 

$ Millions 

2,410 

425 , 

. U 

'Australia. 

£ Millions 

SOS 

175 

31 

'U,S.S.R. 

Billion 

42S 

7P 

jn 


Roubles 




'India. ' 

Rs, crorcs 

375 

180 

48 

"Pakistan 

Rs. crorcs 

PS 

82 

hS ; 

Thus 

of. all the countries Pakistan apenila.llie 

lilliliest 

proporation of its budget on 

Defence, India comci nfxl 

rill, 


Indicates meafirc total rcaourcca of these countries rather than 
too-hi&h an expenditure on Defence. 

Hich expenditure on defence Icnvca nn inndniunto inorislu 
for expenditure on social upHIt and economic devclopmenri It 
rr>^v r.A -4«v4ttopinentnl and bcncDcent nctivUles 

< the Jurisdiction of , (ho provlurri, 

• • • • proportion of tl»c total exponotl 

turc in the provinces Is spent on what may be cnlk’d benofirent 
or welfare activities. Quite -a high proportion even ihertf !• 
spent on the maintenance of laiv and order whicli li (lie InirriiAt 
aspect of security. If.'wc add all this money to the mnni*y Si^nt 
on Defence and on similar items (Pollcci Judiciary Jails ftc) by 
the centre we come to the following table - 

Central and Provincial Expenditure 
' Budget Estimates 193I—52 , 

V . Total Ex Expendl' Bxp. on 

Rs. cfores 

(1) 

Central Govern' 

■‘ment. 

Provincial 
'Governments. 

Punjab 
N.W.F.P. 

Sind. 

E. Benetl. 

Total Provfncet. 

Crar^ Totml 


pcnditufc turc on 

Dtfcncc Total cf 

5 »» ! 

- 

hw snd 

\ 


pfrffni' 

(2) 

order 

(5) 

«Ee of 

(3) 

( 

1 

95^2 

5.57 

62.00 

67,57 

70,7 

21.63 

413 


4.13 

19 I 

4.62 

1.26 


■1.26 

251 

7.93 

t£ 

... 

180 

22.7 

2056 

483 

... 

48 * 

JJM 

55.13 

153.67 

12.12 

17/??. 

f / 

41 -^ 

* 
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Thus the provinces spent from one quarter to one fifth 
of their budgets on law and order and the country as a whole 
- spends oyer half of its 'entire revenues on security services. 
Establishment of peace and security is the most primary function 
of a Government. The needs of defence, law and order there* 
fore must receive the top most priority in the allocation of 
expenditure. The undeveloped resources of the country 
must be fully exploited to raise the standard of livingof. the 
people/ To fully exploit them you ^require increased expendi* 
ture for developmental purposes. Thus a vicious circlets 
created which must be broken. The only method is to utilise 
the savings of the people, meagre though they may be, through 
floating loans and increasing capital expenditure of the 
Government. 

9. The Central Capital Budget: The table below sets forth 
the expenditure of the Pakistan Government under capital 
account. We are again giving revised estimates (except for the 
latest year) which are nearer the amounts actually utilised than 
the budgeted figures. 


EXPENDITURE ON CAPITAL ACCOUNF 



1948'49 

1949-50 

1950-51 

1951-52 

■ Heads of Expcditurc 

R.E. Ra. 

R.E. Rs. 

R.E.RS.B E. Rs. 

Lokhs 

Lakhs. 

Lakhs 

Lakhs 

Railways 

3,26 

2,39 

49 

5,30 

6,67 

Post and Telegraph 

41 

51 

83 

Salt. 

7 

2 

• •• 

• •• 

Irrigation. 

7 

12 

7 

8 

Aer Imp. and Rcserch. 

• •• 


• V* 

201 

Industrial Development. 

112 

2,77 

251 

Civil Aviation. 

28 

82 

53 

60 

Broad Casting. 

13 

37 

24 

13 

Currency. 

4.78 

54,04 

22.63 

31,93 

Civil works 

1,91 

2.96 

2,68 

4.20 

Commuted value of "j 
Pensions ^ ^ 1 

1 1 

3 

2 

2 ' 

Purchase of annuity for ! 
payment of Sterling | 

1 


'“"26 

-26 

Pensions J 

1 10,38 

—33 

Printing Presses 

31 

13 

43 

41 

Defence. 

21, II 

' 24,70 

13.54 

17,39 

Schemes of State ) 




14,37 

Trading j 

r 44 

1.12 

-5,24 

Grant to Provincial 

Governments for 
Agricultural Develop- 
ment. 

i 

1,50 

1,15 


*•« 

Federal Capital 

• •• 

•9 

■ • • 

30 

Civil Defence 

• •• 

• •• 

• •• 

• •• 

Ports 


r 

• •• 

15 

12 


Rs. 


27 


under 

each 

Head 


17,62 

69 

2,24 

'9 

9 

• •• 

34 

••• 

102 . 


640 

2*6 

223 

• t* 

87 


113.34 

44*0 

11.75 

4'9 

8 

ft* 

9.53 

3*9 

1,31 

... > 

76,74 

298 

10,69 ■ 

4;i- 

2,65 

••• 

31 

• •• 


••• 

«*«• 


ipo:o 
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It' will be seen that out of the total 'cjirrcnditurc incurred 
so far about one third has bacn on Defence Account and sornc- 
thin^ less^ than half has been under currency. The figure of 
capital expenditure has been considerably inflated due to large 
provisions under currency. This latter provision includes the 
following items 

(a) Rs. 54 crorcs (1949'50 R.E ) payment in the form of 
Government Securities to the State Bank to cover shbrt falls 
in its currency and other reserves arising from depreciation of 
the pound sterling and the Indian rupee. Another payment of 
Rs. 14.85 crorcs was mode on the same account in 1950-51 (R.E.) 
This 'total of Rs. 69 crores is not strictly speaking capital 
expenditure. It is a filling up of the gap caused in assets when 
valued in terms of the Pakistan rupee by governments promises 
to pay, Rs. 5.90 crores payment made to the World Bank (1950- 
51 R.E) in respect of Pakistan's membership in the form of non- 
interest bearing negotiable treasury notes. A further sum of 
Rs. 31.60 crorcs Is a payment in the form of treasury notes to 
the International Monetary Fund as Pakistan's subscription. 
These contributions also are nor strictly spsaking capital invest- 
ments and come to a total of Rs. 37.5 crores. 

If wc deduct these Rs. 106.34 crores from the total 
expenditure the balance of Rs. 151.37 was spent os follows 



It will be seen that half the capital expenditure so far has 
been on defence, just over lOX on Railways, less than 10 per 
cent each on State Trading and civil works and 6.5% on agri- 
culture and Industrial development the last one rather a meagre 
amount. Under “others is included the purchase of asseis- 
mentt from the British Government on which Rs, 1033 crores 
were spent in 1943*49. Out of this, the government of Pakistan 
receives about Rs. 26 lakhs a year for making payment of pen* 
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sions:to British Servants of Pre-partition days. The'assesfments 

taper off with your Expenditure under civil-works is incurr- 
ed for building government offices and houses and quarters for 
government employees and refugees in certain places. We have 
already given details of expenditure on Railways ;and need say 
nothing more about Defence. ‘ ; 

TJiere remain industry, agriculture and State Trading. On 
Industry there has been a total capital expenditure - (including 
provision for 1951-52) of Rs. 6.4o crores since 1949-50 -'(R.Ei). 
This is governments contribution - to the industrial develop- 
ment of the country, and has been spent among other things 
purchase of machinery and equipment for 'Government -textile 
mills (two woolen' and three jute mills) and- a paper- mill.^ This 
also includes a sum of Rs. 1.53 crores as - Govomraent Share of 
the capital contributed 1949-50) of Industrial -Finance Corpora- 
tion. A.S regards Agriculture the sum of-Rs. 1.02 .crores provid-- 
ed for the year 1951-52 is government’s share in ’ the capital of 
the Agriculture Development Corporation.' This is apart- from 
grants to provincial governments for Agricultural- Development 
iRs. 2.65 crores) which. up to 1949-50 - were made from capital 
account but from 195051 (R.E.) has been transferred 'to the 
.revenue. account. " * ... 

The Expenditure under State Trading was a minus' figure 
for 1950-51 (R.E.) and would again have been a minus figure for 
1951’'52 due to recoveries on the account. The net recoveries 
(after allowing for a transfer of Rs 1 crores revenue as profit 
on the purchase transactions of - the ■ jute Board) was Rs. 5.24 
croresTor R.E. oTl950-51. The iiet recovery estimated- fpr the 
year 1951-52 (again after allowing for a sirnilar transfer of Rs.T 
Crores on account of Jute Board’s profits) is Rs. 3.63 crores. But 
in the Budget for 1951-52 and ' additional amount of Rs. lo 
crores.,has been provided for the purchase of essentia! stores tor 
stock piling in - accordance with the decision oii the supp, y 
committee’s recommendations. It is thus that the net provision 
under this head comes to Rs. 14.37 crores for 1951o2. 

-The general impression left after a detailed study of the 
capital budget as of . the revenue budget - is that deveiopm 
schemes do not-feceive adequate shares of financcj . i 

cause of the more pressing claiins of defence and other 
expenditure. Ultimately it is the poorly developed res 
which are the cheap bottleneck in the way qf arrt'rh 

development. This vicious circle - must be broken byr“®f „Ur,n' 
and austere living on the part of the people and ftuit u P 
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InE 6ft the part 6f the GtfVcmmenr. The process will necessarily 
be Jl6w artd will require all the patience that we can coratTvanS. 

* • ilO.' 'Public Debt of the Centre. The Public Debt of 

Pakistan (to which the Centre* ' * ' '' *'• Into 

two broad categories (a) Debt days 

ftftd payable to India (b) Loans 

, , The Srst category of Public Debt was assumed by '^Pikistan 
under the Financial Agreement reached with India on 12th 
Dcccxnbcr 1947| under which the as'cts and liabilities of the 
pre-division India were divided between the two Dominions.* 
It Was agreed that immovable assets would become the property 
of each Dominion according to their location. Corresponding 
n^abiiitios were to be assumed according to their book value. As 
regards liabilities in respect of loans, guarantees and dnanctal 
obligations pa outstanding at the time of the partition, it was 
agreed that these would be taken over, in the first instance, by 
fhc Government of India. Pakistan was to pay the share 
approprltaUd to her as provided under the agreement and 
jajculated ^according to the principles laid down in’ the 
agreement* The* eifact share payable by Pakistan has not-yct 
bce'n, defctmined because 'the complete balance sheet of Ihi 
assets and liabiircics of India on the 6vc of partition hai nor yet 
been finalised. , ,* * ■' 

It may be noted, however, that the liabilities were of three 
kinds (al those which had corresponding assets yielding Interest 
(b) those which were not covered by any assets, known a? 

* uncovered debt* (c) liabilities against which the government 

had cash and securities held on treasury account. Each category 
of the hablltles were divided in a different manner as agreed 
upotr. o 

‘ As regards first category 'the most Important assets 
covering these liabnttles were railways, post and lelcgraph and 
lelcpKonesand loanls advanced to the provinces, Indian^statcs 
and Burma. The total value of such interest yielding asseis was 
Ra 1000 ctorcs out of a total debt of Rs 22o7 crores as outstanding 
on l#t March 1947. Among the interest ycilding assets the most 
Important was the caplral at charge on railw'ays. It was decided 
that each TOuntry should hold liablUtlcs for the book value of 
the railways located in It with the exception that the book value 
of the strategic portion of the N.W.R which was located in 
Pakistan should be reduced by one half. Pakistan liability, on 
this account was therefore reduced from the book value of jRs 
32crOrciioRs Ificiores. The basis of division in thecase^of 
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other commercial Departments was the same as in the case of 
railways. As regards loans advanced to provinces and States 
each dominion was to be responsible for the liability of prpyinccs 
or State located . in its area. No reference was made In the 
agreement to the debt due from Burma., ' 'i 

The uncovered debt was due mainly to expenditure' as 
wars apd famines during the British rule. The only assets 
against this were the military stores of which Pakistan was- to 
receive one third of their amount as on 15th August 1947. The 
Governrnent of India only transferred a small portion of them, 
and refused to transfer more on the ground that they were being 
used against her in Kashmir. This was _ one of the many 
instances in which the Government of India refused to honour- 
obligations under-taken by her by allowing political considera' 
tions (imaginary or real) to interfere with contractual obligations; 
In addition to one third of the stores Pakistan was to receive' Rs 
6 crores in cash as a lump Sum for erecting ordinance factories, ; a' 
mint and a security press in Pakistan,' because all these immhya‘b!6 
assets were located in India and could not be physically shared.' 
The total uncovered debt of the government of India in March 
1947 amounted to Rs 867 croresi According to the Financial 
Agreement of December 1947 the share of /Pakistan in the 
uncovered debt less the amount due in lieu of ammuriitioni 
factories and currency and printing press was to be 17.5 per cent 
of the total; . According to the Indian Finance Minister the 
total of Pakistan’s public Debt to India comes to Rs 300 crores.(^) 
According to the Pakistan Government, however, the application 
committee appointed for working out the financial effects of 
partition has not yet finalised its work and it is not therefore 
possible to determine th^ amount due to India. C^)'- The 
unreceived military stores and other unhonoured obligations^ of 
India will naturally hayei to be taken into; account; before a 
balance is struck.. 

A word may be said about the method of payment. The 
government of India was to assume the responsibility, of payment 
of interest and principal to the holders of the Government 
securities issued befoie August 1947. - The- Government or 
Pakistan wa^ to pay their share of the debt with interest in 
annual instalments spread over a period of fifty years. Tho first 
instalment was to be paid from the fifth year- after partition 
1952; -V r ... 

; . -(l)^Budget Speech of the Indian Finance-minister (1958-49) n 19' 

\ ~i Budget of -the central Govethineht of Pakijt^n for the yii^r.iySWf y* 
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Thus for the obligation arising out of predh islon public 
Debt. Since the partition Pakistan's Capital expenditure has 
been financed from the cash balances and securities received as 
Pakistan’s share of the assets and the loans floated by the 
Government of Pakistan within the country. We have already 
discussed the share of sterling balances received by Pakistan. 
These have stood us In goods stead especially in supplying (fxtcrnal 
finance. As regards the cash balances received under the 
Financial Agreement of December Pakistan’s share came to Rs 
75crorc5os against India’s Rs 325crorcs. The sum of Rs 75 
crores roughly was 174 per cent of the total cash balances of 
undivided India. Out of this sum Rs 20 etotes had already 
been transferred to Pakistan at the time of Partition. India 
again refused to transfer the balance of Rs 55 crores on political 
grounds. It required a fait on the part of the father of the 
Indian Hatlon (Gandhi) to force the hands of the Indian Govern* 
ment to honour its obligation to Pakistan. 

• As regards borrowing on the part of the Pakistan 
Government remarkable success was achieved. Between Febt 
1948 and end of March 1949 the Government of Pakistan was 
able to borrow Rs 70 crores from within the country. During a 
whole year 1919*50 the Government of India was able to float 
loans only to the value of Rs 40 crores. This contrast is explained 
by the confidence that the people of Pakistan had In the 
soundness of thcir'ncw State, Even writers otherwise not very 
sympathetic to Pakistan have to admit that “ the enthusiasm of 
Muslims for their new State must be considered above all as the 
most importrnt factor in the successful borrowing policy of the 
Government of Pakistan.” (0 

Upfo the present time the Government'of Pakistan has 
floated loans to the v'aluc of Rs 95,2 crores which constitute the 
Permanent Outstanding Debt of Pakistan. The details of these 

M.T, Deitl in Vtkll*« Economic Conf«qofnc«i cf Divided Irdli p* 172 
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loan’s are- as under r— . 


Details of Loans 


Year of Maturity 


Amount 
Rs crores. 


2^ % „ 

1953'54 


1955-56 

2i X 

1956-57 

2^1 X 

1958 59 

lh% (Income Tax 

Free Bearer Bonds) 

1958 

3% Loan 

1960 

00/ 

Oa> „ 

1963 

3% 

1968 

3% 

1969-70 


Total 


31.83 

13.40 

6.95 

10.30 

,08 


12.74 

3.02 

14.46 

2.33 


95.20 


The details of the floating and unfunded debt of the’ 
Government are given in the appendix which also sets forth 
the over all financial position. of the government. 

11. Conclusion A review of the central finances since the 
partition indicates a very sound financial position of the Central 
Government. Revenue receipts have incurred steadily at first 
and more recently with a sudden jump. Though this fact 
should not mislead us Expenditure has been kept within the 
taxable capacity of the people. Capital expenditure Has beeii 
incurred either from internally floated loans or balances 
available in the country or abroad. Methods of inflationary 
finance have thus been scrupulously avoided. 

■ As" regards the sources of revenue no doubt too niuch 
reliance has been put on indirect taxes but this is, inevitable so 
long as the resources of the country remain underdeveloped. 
The government however, has tried to give relief to lower 
income groups and concessions to industry to promote investment ' 
in productive enterprises. 

On the expenditure side, under the present circumstances, 
there is a high essential minimum which must be spent on 
Defence. The result is that the margin left for development 
programmes is meagre. The .government has been giving 
attention in increasing degrees to the necessities of promoting 
industrial development and it is hoped that with the iinplernerv 
tation of these schemes under the Colombo Plan, in which 
external help is also anticipated, the pace of development of the 
-country \vill be-accelerated. . c . ■ 
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Apart from/the material asscts’thc .greatest .asset available 
to the Pakistan government is the unbounded enthusiasm and 
loyalty of the people of the country to their new -State ,as 
expressed among other things by their readiness to bear heavy 
taxation burdens and to contribute so readily to the loans floated 
by the government even at the expense of stinting thclr^ already 
meagre living standards. It Is hoped that our Government will 
capitalize 'this great fund of good will of the people in the 
interests of the strength and prosperity of the country. 
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CHAPTER XXIV. APENDIX 1 
(a) REVENUE 

Sources of Revenue Heads of Expenditure of the Central 
Government, 

f 


Principal 

1948-49 

1949-50 

. 1950-51 

1951-25 

% of the 

Head of 

R.E. 

R.E.- 

R.E. 

R.E. 

total in 

Revenue. 

Rs CroresRs CroresRs CroresRs Crores 195T52 

Customs 

27.50 

34.75 

75.08 

65.17 

R.E. 

56% 

Central Excise 

5.20 

5.75 

6.50 

7.00 

6% 

Income tax & 

6.50 

9.00 

12.50 

13.00 

11% 

Corporation Tax. 
Sales Tax 

3.50 

6.00 

7.80 

8.00 

7% 

Salt 

3.30 

2.50 

2.40 

2.50 

2.2% 

The Rest. 

• 12.70 

17.4k 

19.39 

20.59 

17.8% 

TOTAL 

58,70 

75.47 

123,67 

116.26 

100.% 

(b) EXPENDITURE 

Principal Heads 1948'49 

1949-50 

1950-51 

1951-52 

% of the 
Total n 

of Expenditure 

R.E. 

R.E. 

R.E. 

R.E. 

1951-52. 

Direct Demands 

Rs CroresRs CroresRs CroresRs Crores 

1.63 2.13 2.43 238 

2.7% 

on Revenue 

Debt Services 

2.50 

3.76 

6.25 

6.31 

6.6% 

Civil Administra- 

10.36’ 

13.61 

17.26 

19.53 

20.4% 

tion 

Civil Works 

38 

130 

1.15 

1.08 

1.1% 

Defence 

40.28 

5090 

60.70 

62.00 

65% 

The Rest 

2.87 

3.33 

6.92 

4.02 

4.2% 

TOTAL 

58.27 

75.23 

94,71 

9532 

100.0^/4 
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APENDIX 11 


Consolidated Position of the Government of Pakistan 
regardinR Receipts and Disbursements (1951-52 R.E.) 

Heads of Account 



Receipt 

Disbursements 

Balance 


Rs Crores 

Rs Crores 

Rs Crores, 

Revenue Account 

116.27 

114.52 

-i- 1.74 

Capital Account 

— 

80.33 

-80.33 

Treasury Bills 

57.62 

57.88 

- 0-26 

Other Floated Debt 

100.73 

69.14 

4-31.59 

Unfunded Debt 

16.02 

1352 

4- 250 

Deposits end Advances 

B7J2 

8759 

- .47 

Loans and Advances by 

8.43 

13.13 

- 4.70 

The Central Govt 



4- .20 

Remittances 

381.50 

38U0 

- .20 

Transfer of cost Between 

27.80 

27.85 

- .05 

Encland and Rilclstan 




Total 

795.92 

845.70 

-49.'M 

Open}ne balance 

76.50 



Total 

872.42 



Disbursnicnts 

845.70 



Closing Balance 

26.72 





CHAPTER XXV 

FINANCES OF 7 HE STAT& '■ ' ■' 

f Pakistan’s Provincial Finance. 

1. . .Financial Decentralization. 

. Financial and political developments were closely-connect- 
ed in India during the British rule. Upto I92r while . the 
Government of India was -resposible to the British Parliament 
the-proyinces were merely the agents of the xentrargoyern- 
ment. The Centre laid the .policy which the provinces'had to 
carry out. The same position held good regarding finance. .The 
whole of British India was regarded as one financial unit arid 
the Government of India, was responsible for the ^nancial 
security and public debt of the .whole country. ’ 

This centralized system of _ finance.., begati- as 'early as 1933 
and thongh for a long time ' the heed for decentralization was 
felt, in view of the large size of the country and^different nfeeds.. 
of its difi^erent parts, financial decentralization could not be 
introduced until the political power was also decentralized,- 
Under such conditions the powers of taxation were inevitably 
kept in the hands of the“ccntre, though in the matter b’fex' 
penditure increasing discretion was given to the provinces. 
For meeting the various financial needs of the provinces 
financial resourses were allotted to them on the basis of 
settlements beginning from 1870 and revised periodically with 
changing conditions. In the words of Prof. Vakil, "The re' 
venues of India were raised-on -lines laid down by the Central 
Government and were treated as one central fund. For put' 
poses of expenditure, the provinces vvere comparatively free 
within the terms of a settlement for the time being in force. 
The Central Government thus obtained some administrative 
ease in expenditure while yet retaining its general control as 
required by Parliament.”^ 

The Reforms of 1921 introduced what is called the system 
of Diarchy in the government of the provices. Certain subjects 
were * Transferred ’ to the control of provincial ministers, 

(1) C.N. Vakil. Finance under Provincial Autonomy. 
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rcsporialble to the n6w provincial legislatures and i others wete 
kept as 'Reserved’, The functions of the Provincial and the 
central governments were more clearly defined, The revenues 
of the country were also divided* into Central Heads and 
Provincial Heads. The central government was assigned Income 
tax, .Customs, Commercial stamps, Railway receipts, ’ Salt, 
Opium,'and Posts and Telegraphs. The Provincial Governnient 
were given Land Revenue, Irrigation, Alcoholic excise, Forests, 
Court Fee Stamps and Registration Fees. The Provinces were 
given borrowing and taxing powers which so far they had lacked. 
Among the new taxes that the provinces could impose and 
which were put in a schedule later known as the ‘Shcdulcd 
taxes’ were taxes on betting, Amusement, Advertisements, and 
Succession Duty and Taxes on Land put to non-agricultural uses. 

On the'basis 6f thif distribution of resources' it Was csti" 
mated that the centre would be faced with a deficit ofRs.'P 
crores and the provinces 'would have a surplus of Rs. 18 erbres.’ 
The balance was restored, following the recommendations of a 
Committee presided over by Lord Meston, through’ What is 
known as the ‘ Meston Award*. Under this * Meston Award * 
or * Meston Scttlemcric * the provinces were required to make 
contributions to make up the deficiency in the central revenues.' 
This Award was widely criticised and led to considerable Inter- 
provincial jealousies and frictions and had to be abandoned after' 
a few years. The main defect of this distribution of the 
sources of revenue between the centre and the provineci was 
that while the centre was given expanding sources like Customs 
and Income Tax the sources allotted to the provinces had very 
little scope for expansion. For instance, the Land Revenue the 
main source was already too much of a burden on the agrl' 
culturist. On the other hand while the central obligations, at 
any rate In peace time, were more or less fixed the financial res- 
ponsibilities of the provinces related to welfare and develop- 
mental activities like education, health, development of agri. 
culture and industries, for which larger and larger amounts of 
money were bound to be required with the growth of popula- 
tion and the spread of polictcal consciousness among the masses. 

As a result of the Reforms of 1935 the entire field of 
provinc(.il activity was put in charge of responsible ministers. 
With provincial autonomy the necessity of financial autonomy 
was also realised. This involved the right to levy taxe< and to 
Incur expenditure by the Provinces in accordance with the 
desire of the popular'y elected assemblies. Jt was obvious, 
therefore, that with the expanding actlvltlci of the provincc| 
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adequate financial resources must be placed in their hands. It 
was necessary not only that the provinces should be allotted 
enough resources to balance their budgets but also that these 
resources should be capable of expansion with their growing 
activities. Under the Government of India Act 1935 which 
introduced Provincial Autonomy and proposed a Federal type 
of Government for India the sources of revenue allotted to the 
centre and the provinces were put in separate lists. On the 
basis o^ these sources it was anticipated that some provinces 
might be faced with serious deficits. To make adjustments and 
to put the various provinces on an even keeh Sir Otto Niemeyer 
was appointed to make recommendations in this respect. The 
financial arrangements which finally resulted are described below. 

2, Provincial Sources of Revenue Under Provincial 
Autonomy. The following heads of revenue were allotted to. 
the Provinces under the Government of India Act, 1935. 

(1) Land Revenue. 

(2) Excise Duties on alcoholic liquors, opium, hemp, other 
narcotic drugs, medicinal and toilet preparations containing 
alcohol manufactured or produced in the province, countervail- 
ing duties on similar articles, manufactured in other parts of 
India. 

(3) Taxes on agricultural income. 

(4) Taxes on Lands and Buildings. 

(5) Succession duties in respect of agricultural land. 

(6) Taxes on mineral rights, subject to any limitations 
imposed by a federal law relating to mineral development. 

(7) Capitation taxes. 

(8) Taxes on professions, trades, callings and employments. 

(9) Taxes on animals and boats. 

(10) Taxes. on sale of goods and on advertisements. 

(11) Cesses on entry of goods. 

(12) Taxes on luxuries including entertainment, amuse- 
ment, betting and gambling. 

(13) Stamp duties in respect of documents, other than 
those assigned to the federal government for such taxation. 

(14) Taxes on goods or passengers carried oti inland water* 

ways. 

(15) Tolls. 

; - and (16) Fees in respect of Provincial legislative lists. 
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In addition to these resources there were som^ other tties 
which could be levied and collected by the federation only for 
the benefit of the provinces. Their proceeds were to be distri- 
buted among the provinces in accordance with the principles 
laid down by the federal legislature. These included duties in 
respect of succession to properties other than agricultural land* 
stamp duties of specified kind mentioned in the > federal Icgls* 
lativc list and terminal taxes on goods and passengers. The duty 
on salt and federal excise duty like that on sugar and’export 
duties were to be collected by the centre but the whole or a 
part of the proceeds could be distributed among the provinces 
if the federaliegislaturc so provided. The idea was to introduce 
•uniformity and economy In the collection of such taxes. / 

: J 

As regards the Income Tax the Act accepted the principle 
that the tax on Income (other than the tax on Corpora- 
tions, on Federal emoluments and receipts from centrally 
.administered areas) should be divided •between the centre and 
the provinces. The actual division, however, was made 
dependent on the solvency of the centre, especially, on the 
improvements in the Railway finance. Sir Otto Niemeyer 
recommended that during the initial period of five years the 
centre should retain the whole or part of the share of the 
provinces to make the proceeds of the share accruing to the 
centre and the Railway contributions a sum equal to Rs. 13 
.crorcs. This was the amount thought necessary to balance the 
central budget in the beginning. 


After the first five years the retained portion was to be 
reduced by one sixth each year so that in -the eleventh year 
after the attainment of Provincial Autonomy (i.c. in 1948) the 
provinces were to receive their full share of the Income Tax. 
As regards distribution of the ogcregatc share amone the pro* 
vinccs, Sir Otto Nicmeycr fixed the scale of distribution partly 
on the basis of residence and pmly on that of population. 
Thus the percentnpes to be allotted varied from I in the case 
of N.W.F.P. and 20 in the case of Bombay. Bengal cot 20%, 
Pun|ab6% and Smd 2%. Some of het provinces had such 
meagre revenue resources that to start them off on their 
autonomous life it was thought necessary to give them financial 
aid by the centre. Here also Sir Otto Nicmc)*cr had to propoic 
assistance to be given to the provinces and his recommendations 
^cre accepted. He recommended the following fintncitl 
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assbtance:— - 

' ■' . Bengal Rs.' 75 lakhs.'l 
-i '■ . Behar Rs. 25 „ 

r • ' C.P. ^15„- 

r ■ . • ' ‘ ’ .Assam „ 45. „ Y 

, N.W.F.P. 100 „ - 1 Annually 

Orissa- 50 „ } i - ' 

Sind 105 „ J > . 

‘ i ’ ^ 

U.P. was to receive Rs. 25 lakhs for 5 years. \ ; 

The help was to be given in three ways i (i) The increase 
.in 'share of jute export duty. The share in the jute Export duty 
which was originally laid down at 50 percent for the Jute pro- 
ducing provinces of Bengal, Behar, Assam and Orissa was raised 
to 62i percent, (r/) the cancellation of debt. Debts contracted with 
the centre by the provinces of Bengal ,Bihar Assam, N.W.F.P. 
*and Orissa prior to 1st April, 1936 were wholly concelled 
*;In the case of C.P. only the debt due to deficits was cancelled. 
T;ir)‘ Direct subventions. These were given to U.P., Assam, 
N.W.F.P.,’ Orissa and Sind. 

- 3. Effect of Partition on Pakistan’s Provincial Finance.— 

The Pakistan provinces have suffered in more than one ways as 
a result of partition. In the first place the revenue receipts 
derived from the provincial heads decreased during the imme* 
diate post'partition period on account of the general paralysis 
of' economic activity and the breakdown of the collection 
machinary in certain areas, due to the exodus of the non' 
Muslims and the unsettlement called by the influx of- the 
refugees. The greatest sufferer in this respect was the Punjab 
and later on also the East Bengal. Secondly on the expenditure 
^side the provinces had to spend large amounts on the care and 
"rehabilitation of t’he refugees. Here again the Punjab had to 
'.bear the' heaviest burden. It has been estimated that 
‘this province has so far spent about Rs. 10 crores/as 
"direct expenditure under this head.^ Apart from the direct 
effect of the partitition the Provinces have suffered financially 
'because they have been deprived of certain sources of revenue 
■they used to have' in the- prepartition days. This resulted from 
'the weak financial position in which the Pakistan Government 
;found themselve at the very birth of the State. A very impor' 
tant source of revenue of the pre-division India was Income Tax. 
'This source is only of minor importance in the case of Pakistan 

|l) Punjab Gazette Extra-ordinary March, 28, 1951. P 1 
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because of the absence of large scale Industries in this country. 
The Central Government was therefore compelled to encroach 
upon the financial resources which -hitherto belonged to the 
provinces. In the first placed the Provinces were deprived of the 
share of the income tax which they used to receive from the 
Central Government in prepartition days. Secondly, the 
Central Government of pre-division India used to give generous 
grants to the provinces for developmental purposes. ‘'These 
grants' were either stopped or were given in very meagre 
amounts. The Central Government however, gave assistance to 
the provinces in the form of loans. 

Thirdly* the Central Government appropriated some of the 
sources wh/ch were allotted to the Provinces under the 
government of India Act, 1935 and still continue to be provin- 
cial sources in the Indian Republic.^ These were two of* the 
Important sources which were given to the provinces to impart 
a measure of elasticity to their revenue receipts. The first was 
the Sales tax which had already been imposed in most of the 
provinces. With effect from the financial year 1948-49 the 
Government of Pakistan in consultation with the provincial 
Governments centralised the sales tax for a period of two years. 
The tax was to be collected by the centre but half** of the net 
proceeds were to be given back to the provinces from which It 
was collected. This arrangement was due to expire on Slst 
March 1950, but was extended fora further period of two years or 
the introduction of the new constitution which ever was earlier. 
It was decided, however, that with effect from the financial year 
1949-50 the provinces of West Pakistan would receive half the 
net amount of the Sales tax collected at Korachi. The second 
source of revenue which has been ccntnlUcd is the &tatc Duty. 
According to the Government of India Act 1935 'Succession 
Duties* were a provincial source of revenue. Succession duties 
on property other than agricultural land however, could be 
levied and collected by the Federation, for the benefit 
of the Provinces and were to be distributed among them In 
accordance with principles laid down by the Federal Legislature.* 
Early in 1950 the Pakistan Legislature passed the Estate Duty 
Act under which estate Duties, (Death Duties or Succession 


(1) Under the new cantUution, however, coS»te (unit of lederi'l^n) 
can levy* aalet tax on concnodiciea declard by PatUaiseDt eiteacial for the Il/e 
of the eomcBonltT 

(2) Durint l9<S-49 Funlib end £. Benn! were catranteedt BialsBoa 
rartoenc of Rt. J crorei and Ra. 1 8 crorcc reipectlyelr. 

()} In India under the new conttitmlon the proceelt of Death Dotlei 
when levied wlU be dlambured to the proriscei on a preaCrlbed btria- 
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.Duties) were to be levied witb-effect'fxom Isf April/ 1950 for 
the beneht of the central exchequer. 

5. Examination of Provincial claims — ^The' central govern- 
ment has been criticised for denying to the provinces the share 
of the Income Tax and taking away from them two important 
sources of their revenues — especially the sales tax_ which is 
potentially the most remunerative head of revenue. The 
government is reminded that it had all along been' a standing 
grievance of the provinces that while they were entrusted with 
growing developmental responsibilities their revenue resources 
were incapable of expansion in a' corresponding degree. The act 
of 1935 gave them a few expanding resources'among which the 
sale tax was one of the most Jmportant and the Pakistan 
-Government has appropriated half of the proceeds of this tax. 
In addition the provinces have been'denied their usual share of 
income tax proceeds and the income from the Estate duty. 
Further, Sind has complained of having been deprived of the 
Karachi area which has adversely auected her finances. Lately 
that province and the Punjab have been demanding a share in 
the cotton export duty the revenue from which has enormously 
increased for the centre. Bensal has been demanding the entire 
proceed of the jute export duty instead of the 62 J % as at 
-present. 

The greatest agitation in favour of giving the, provinces 
more expanding sources of revenue took place at first during the 
period of Diarchy and later of Provincial Autonomy when 
greater political power was transferred to the provinces in this 
'sphere while the centre still remained responsible to the British 
Parliament, there was at times a clash of interests. The money 
spent by the centre was controlled largely by a foreign power and 
was mainly spent in keeping the hold of that power upon the 
country. The finances put at the disposal of the increasingly 
autonomous provinces were spent on the welfare of the people 
of the country. 

This clash of interests vms then understandable. . 
.achievement of independence the situation has entirely change. 
.The state is now our own and is democratically operated. The 
central and the provlnci^goverhments are both respon^ble to 
.the people of Paldstan. i he expenditure on Defence which is 
.'tbe'main responsibility of the centre is as much in the interest 
of the Pakistani nation as expenditure on educatiori formjtance. 

It iFtherely a matter of priorities, ihe first prioriry, 

is the safeguarding of our independence without which rn 

fiatibiial existence .itself would disappear. If tne centre ana. 
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that on the basis of the old heads of revenue it cannot carry on 
jts basic function of protecting the integrity of Pakistan as on 
Independent state, the provinces must part with some of their 
sources of income in the interest of this common head. Of 
course difference of opinion can arise whether we require a 
particular level of Defence Expenditure or not but this 
difference cannot be resolved by uninformed opinion. It Is a 
technical matter and only army experts can guide the* govern* 
ment and, the people in this respect. Once the level of Defence 
expenditure and expenditure oh other basic needs of the centre 
is fixed ihbncy must be found for it. Welfare and developmental 
activities are import ant but security internal and external 
is the condition precedent to national existence. There is no 
room for quarrel on this account any more. 

Of course it is true that the central government cannot 
make every effort to eliminate all avoidable waste and must do 
every thing to promote activities leading to the development 
of the economic resources of the country. But this last can 
only be done within the limits set by the resources available for 
this purpose. This Is entirely a different approach than the one 
'in which each province wants to get more and more from the 
centre for its particular needs giving the impression as if the 
central government is an entity the interests of which run 
counter to the interests of the provinces. ^ 

This, however, docs not mean that the present allocation 
of revenue resources is prefect and equitable as between the 
provinces with unequally developed ' resources arid Varying 
needs. The allocation can be reconsidered and no doubt will 
be reconsidered during the process of framing the new constitu- 
tion. Two fundamental principles mult form the basis of any 
future arrangement In this respect. 

(a) The centre must be ensured adequate finances for 

Defence is the foremost. 

(b) Provinces as one against another must be equitably 
'treated. This means ; (I) that those with less developed 
resources must be helped to come to the level of the more 
developed ones ss far as possible and in the meantime the basic 
needs of good government and social welfare muse be ensured 
to them. 

(10 Each province must be given adequate incentive to 
dcs’clopits own revenue resources to the maximum and to 
avoid svastc in expenditure. 
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These two priciples may sometimes pull in. opposite 
directions and a compromise may have to be found. Fot 
instance, if a less progressive province is made to spunge upon a 
more progressive one the net result may be slowing down 
of developmental activities and carelessness regarding 
economies in expenditure in both* Moreover, every pro- 
vince might try to show that it is in financial difficulties by 
framing deficit budgets. Such a vicious competition must be 
avoided at any cost. These are not imaginary difficulties. The 
history of financial relations between the centre and the 
provinces especially before 1921 presents many examples of such 
competition among the provinces. Such a contingency can only 
be avoided if those at the helm of affairs in the provinces think 
in national and not sectional terms and come to a mutual under 
standing among themselves and the centre on some rational 
basis. 


With these preliminary observations we now proceed to 
examine the financial position and trends in the provinces. 

5, Growth of Provincial Revenues.^ 

The aggregate revenue receipts of all the four provinces of 
Pakistan ; the Punjab, the North West Frontier Province, Sind 
and East Bengal, were Rs. 44 crores for the year 1948-49 
(Actuals) and Rs. 50.77 crores for 1951-52 (B.E) showing an 
increase of 13% over the period. This is a very meagre increase 
when it is realised that the revenue receipts of the first post 
partition year were adversely affected by many factors already 
mentioned. The increase, however, was not uniform in the 
case of individual provinces. Sind's revenue receipts were in 


I. The budget figures of the partitioned provinces ^ the , 

E, Bengal are not comparable with ptepartition days. We shall the ^ 
give aggregate statistics fot 1948-49 as the base for companson. « 

.the first full year after partition. The growth of revenue 
from the year 1947-48 can be studied in the case of the undivided provi 
of Sind and N.W.F.P. 
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fact lower in 1951'52 than in 1948-49 and those of East Bengal 
almost the same as shown in the table below 

REVENUE RECEIPTS OF PROVINCES 



1943-49 

1951-52 

Increase^ 



(Actuals) 

B. E. 

decrease — 

percentage 


Rs. Crorcs 

Rs. Ctoks 

Rs. Crorcs 

» 

Punjab 

17.21 

21.63 

+4.42 

25.7% 

N.W.KP.^ . 

3.20 

4J6 

+136 

42.5% 

Sind® 

7.62 

1S9 

-i)3 

—.4% 

E Bengal 

16.86 

1659 

+.13 

+.7% 

Total 

44£9 

50.77 

6.18 

13Z- 


Thus over 71% of the total increase was due to the Punjab, 
N.W. F. P. though its budget is small showed the highest 
percentage increase. Compared to 1947-49 the fall in receipts of 
Sind was by FLs. 160 Iihhs or about 8%. 

This Is due to the separation of Karachi from this 
province. East BengaPs rsvenue receipts have been adversely 
affected by civil disturbances of early 1950 and the rcpurcusslons 
of the Indian trade deadlock after our non-devalution decision. 
It is expected chat budget estimates (which are based on the 
revised fiffurcs of 1950-51) will be surpassed by actuals. Even 
then however, the developed resources of the province are 
•meagre. 

The Punjab has shown the most remarkable increase In Its 
revenue receipts, an Increase of about 26%. For the year 
1947'4S, the budget of the full province had only Rs. 3.35 crorcs, 
more in the way of revenue receipts compared to the year 
195L52^.E.). when it is remembered that before the partition 
the Punjab used to receive about Rs. 2.5 crorcs as her share of 
the income tax from the centre and the revenue receipts of the 
Province used to include about Rs. 4 crorcs as ** Extraordinary 
tcccipts** the proceeds of the talc of Crown lands (now 
allotted to refugees) the present revenue position Is extremely 
fitis.^ictory. 

(t) ch« c<&m! KsVrretIm ^ Rt. 2 esrt a fat, 

(2) Eidodfi rstutfen to tb« Laai ReT<n« &r3Ji.ntlciQi Fcai 
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6. Growth of Provincial Expenditure, l^ow as regards 
provincial Expenditure, the aggregate expenditure of the 
provinces increased by 17% between 1948^49 (Actuals) and 

1951''52 (B. E.). The provincial variations individually were 
as under ; — 

* j 

Provincial Expenditure. 


* 

1948-49 
Actuals 
Rs, crores 

1951-52 

B. E. 

Rs. crores 

lncreas 0 + 
decrease— 
Rs. crores 

Per cent 

Punjab 

19.43 

21.63 

+2.20 

113% ■ 

N.W.F.P. ... 

3.41 

4.62 

+ 1.21 

+35.4% 

Sind 

8.25 

7.92 

- .33 

1 

■ 

O 

E, Bengal 

15.99 

20.96 

+4.97 

+311% 

Total 

47.08 

55.13 , 

+7.89 

17.0% 


Thus of the total increase of about Rs. 8 crores in 
expenditure East Bengal was responsible for over 60% arid the 
Punjab for about 26% N. W. F. P. had. the heighest percentage 
increase followed by East Bengal. Punjab’s increase was 
moderate and Sind had less expenditure in 1951'-52 than in 
1948'49. The relatively small percentage increase in the Punjab 
is partly explained by the high expenditure of that province 
during the first full poor post-partition year (the base year) due 
to the pressure of refugees. 

Compared to the year 1949-50 the expenditure of the 
province in 1951-52 was higher by 21%« 

The province of East Bengal has shown remarkable increase 
in exenditure during the last two years. But even thep the 
expenditute of this province per head of poh'rilatloh is’ the lowest 
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as the fojlowing table will show 


Provincial Expenditure in Relation 



Total 

expenditure 

to popuiJlion. 


1951-52 

B, E. 

Rs. Lakhj. 

Population 1951 
census estimate 
In lakhs. 

Expenditure per 
hcall of 
population Rs. 

f 

Punjab 

21,63 

183 

11.5 

N.W.EP. ... 

4,62 

57 

8.1 ■ 

Sind 

7,92 

46 

17J' 

E, Bengal 

20,96 

421 

50, 

All Provinces*. 

55.13 

721 

7.8' 


Sind spcndi the largest amount per head, of her population 
and E. Bengal the smallest. ^ 

Though it Is quite true that the meagrely developed 
rcaources of E. Bengal ore responsible for the limited expenditure 
on her people, the problem of population also needs tackling. 
Much of the poverty of the province is due to the high 
population density for which other provinces of Pakistan cannot 
be blamed. The density of population in East Bengal on the 
basis of the latest census estimates is 800 persons per square 
mile against Punjab, 300 persons in the Punjab, 300 in the 
N.W.F.P. and only 96 in Sind. ' • • 


(I) The expenditure figurei for Sind ere taSitei by Rt. MS croret oo 
iccount of (he Trenifer Into lind rerenuc E<rv<liMt;oa Fund of thit imouoc 
lot thli Tctr Thli tmouDt If u ken froa Lend rerraue collection! end added 
to expenditure under **Olrect Oemtttdf of R.eeeEce te. coit on collection oT 
fCTenue. If (hli amount ii deducted, per bead expenditure coaei ro Re IZJ. * 
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8. Sources of 'Revenues of the Provinces. On the basis 
of the 1951-52 budget the revenues of the provinces were 
distributed in the following proportions among their respective 
sources : — 


Percentage distribution of total Provincial revenue receipts 
among the various heads. 


1 

Heads of 
Revenue. 

Punjab. 

1951-52 (B. E). 

N. W. F P. Sind. 

E Bengal. 

All Pro' 

Vinces. 

Total Revenue 

21.63 

4. 56 

7. 59 

16 99 

50. 77 

in Rs. crore. 






Of which : — 

% of total % of total 

% of total % of total 


Customs 

• * • 

1.0 

* *1 

2f.2 

7.0 

Taxes on In- 






comes 

• • « 

.4 

• • • 

4.7 

1. 6. 

L. Revenue 

8.7 

9.5 

20.7 

12.7 

11.8 

Excise 

3. 1 

2.7 

1. 9 

3. 5 

3.4 

Stamps 

2, 1 

2.8 

•. 9 

10.3 

4.7 

Forests 

3. 5 

4.7 

2. 1 

1.9 

2.9 

Registration 

. 2 

. 2 

. 1 

2. 9 

1.1 

Receipts un- 






der Motor 






“Vehicles Act 

. 9 

1.3 

1.3 

.4 

.8 ' 


Other Taxes 

and Duties 23.5 6. 2 12.7 32.9 23.7 

Irrigation 21. 5 ■ 6. 2 39. 9 ... 15* 6 

Central Sub- 
vention •*• 21. 9 ... ... _ 2. 0 

Other Re- 
ceipts 36. 5 40. 0 20. 4 9.5 - 

Total 100.0 100.0 100.0 100.0 lOO.O 

(1) About equally divided between judicial and non-judicial stamps. The 
income from this source is not left in view of the greater population or 
Bengal. 
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If wc group all the sources (leaving aside Incidental receipts 
from spending Departments) into three categories viz (a) Land 
Revenue and Irrigation (h) Other traditional sources and (c) 
New sources# we get the following table. Wc leave out customs, 
which only contribute to East Bengal’s finances and* represent 
62i% basic export duty on raw jute. 


All Provinces. 



19^8-49 

1951-52 

Percentage 


Actuals 

B. E. 

+incrcasc 


Rs. Crorcs 

Rs Crorcs 

—decrease . 

(a) Land Revenue 

13. 01 

13.92 

+7% 

and Irrigation. 

(b) Other Tradl- 

7. 15 

6. 42 

-10% 

tional Sources 

(c) New Sources 

8.00 

12.12 

+51.0% 


Thus the traditional sources taken (a) and (b) together in* 
creased only by Rs 18 lakhs or by 1% and the new sources in- 
creased by over 50% « These new sources arc lumped under 
" New Taxes and Duties ** The chief among these are. 

(a) Entertainment Tax. 

^h) Receipts from Electricity Duties. 

(c) Tobacco Tax. 

(cO Share of general Sales Tax (in Punjab N.W.F.P only) 
(e) Agricultural income tax. 

{/) Receipts from Urban Immoveable Property Tax (Not 
imposed in Bengal) 

(ff) Motor Spirit Sales 

(h) Raw jute Tax (in Bengal only) 

The increase In their yield according to provinces was as 
follows : — 

Punjab from Rs 2.17 crorcs to Rs. 5.03 crorcs or 130X 
N. W. F. P. R*. O-IO crorcs to Rs. O^S crotet or 37J% 

Sind from Rs. 0-64 crorcs to Rs. 0-96 or 50% 

E. Bengal from Rs. 5.12 crorcs to Rs. 5 59crorct or 9% 
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This revenue was derived according to sources and provitv 
ces as fallows : — 

Provincial Receipts from “ Other Taxes and Duties.’' 


Name of the 
tax 

Total in Rs, 
lakhs. , 

Punjab 

507. 94 

N. W. 

RP. 

47. 89 

1951-52 

Sind 

96. 53 

(B.E.) 

E. Bengal 

559. 74 

All Pro' 
vinces. 

1212. 10 

Percent Share 
from : 

% 


y 

/O 

<y 

/o 

% 

Entertainment 
tax , . , 

5.6 

13. 8 

8.0 

. 3 . 2 - 

. 5. 1 . 

Electricity 

Duties^etc 

2-4 

Negligible 

1 . 4 

. 4 

1.3 

Tobacco t3x 

.2 • 

Negligible"' 

1.5 

• • • 

. 3 

Sales tax 

67.5 

52.8 

83.0 

33. 2 

53.0 

Urban Im- 
mpvable PrO'. 
petty tax 

■ 7 . 8 ' 

io.2 

1.0 

* • • 

3. 02 ■ 

3.8 

Tax on Motor 
Spirit' 

2. '6 

9. 5 

5. 1 

1.5 

2.5 .. 

Raw Jute Tax^ 

« • « 

• • • 

• * • 

57.3 

25.0 

Agricultural 
Income tax 

13. 8 

■ 3. 7 ' 

* • • 

* • • 

6.0 

Total 

100. 0 

100. 0 

100. 0 

100. 0 .. 100. 0 


TJaus more than half of the proceeds from the new Taxes 
come from the provincial share of the. sales tax. The revenue 
from this tax varies from 83% of the total under new -taxes in 
Sind to 33% in East Bengal. The percentage in.' East Bengal has 
been brought down by the high proceeds from the raw jute 
tax^ imposed in that province. When the provinces will get 
the full net proceeds. from -this tax their .revenues will increase 
significantly. It is hoped that with improvement iri the cent- 
tal finance this important and expanding sum of revenue will 
be handed back to the provinces. 

Entertainment duty contributes from five to fourteen per' 
centfo the total revenues under this head. The duty is already 
high and has little scope for expansion.- 


(1) .rlncludes jute dealers Registration fee 

(2) IncbineSiiidet'Ey B. Finance Act. 1950 
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' ’ The urban Immoveable property tax contributes a pood 
share in the ease of the Punjab and N. W. F. P. Its contrlbu' 
tions to the budget arc negligible and East Bengal hn< 
not yet imposed this tax. Thc«c provinces arc much less 
urbanised and the tax is not likely to bring much with greater 
industrial development and urbanisation, howerpr, its proccedi 
.will increase but on principle this tax should be left to the 
local bodies — municipalities etc. 

The agricultural income tax has been imposed by two pro- 
vinccs so far. It brings about three quarters ofacrorelor the 
Punjab which is quite a good sum. Its yield in N. W. F. P. was 
only 1. 7 lakhs in 1951-52. Other Provinces especially Sind might 
get a good amount from this tax if imposed. Receipts from 
cicctrlcity brought Rs. 12. 58 lakhs to the Punjab In 1948*49 and 
Rs. 12. 33 lakhs in 1951-52. There seems little scope for expan- 
sion of this source until the use of electricity becomes more 
wide Spread. It conttibutes negligible amounts to the revenues 
of the other provinces. 

Our conclusion regarding provincial sources of revenue, 
therefore, is that the old sources have reached their maximum 
limit and proceeds from them arc likely to decline in the 
future in so far as this tendency is not counteracted by increasing 
the area under cultivation through irrigation developments in 
the Punjab and Sind and development of forests Of the new 
sources of revenue almost every possible source has been tapped 
except that agricultural income tax may be imposed in Sind and 
East Bengal. The most important provincial source .is the 
Sales Tax and the Central Government should cry to tcrurn 
this source of revenue to the Provinces as soon as possible. This 
is the only source which promises expansion of provincial re- 
venues, opart from the expansion that might result 
through the slow process of economic development X)( the 
country. * ^ 

P-Main Heads of Provincial Expenditure. Passing 
on to the expenditure side of the Provincial budgets the table 
given below gives a general idto of the proportions of the .total 


(0 Th!* tt* li tp«rt from *he oiitora** duty by the centre of •hteh 

E. Deaeil ret* 6.’J Thl» i« the aJJttional duty of R I prf insufJiJ JmporeJ 
onr»w|ute eitpont the whoU of theproeeedi of which to to the prorlnclil 
cx^quer. 
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revenue expenditure incurred under various heads by the 
Provinces : — • • 


Percentage of Expenditure Incurred Under Various Heads 

1951'52 (B.E.) 


Head of,Account. 

Punjab. 

N.W.RP. 

Sind 

East O 
Bengal. 

AllPro' 

vinces 

Total Expends 
ture. Rs. Crores. 

2U63 

4.62 

(^) 

7.92 

'20.96 

55.13 . 

Percent under ; — 
Direct Demands 
on Revenue. 

7.4 

5.4 

-7.0 

5.8 

6.5 

Transfer to 
L.R.E.F. 



23.8 


0.4 . 

Irrigation Revenue 
Account). 

11.3 

8.3 

17.9 

1.9 

8.4 

General Adminis' 
tration. ■ 

61) 

7.4) ■ 

6.4 

16.1) 

7.8) 


) 

) 


) 

- ) 

Administration 

) 

) 


) 

) 

of Justice. 

1.7( 

2.1) 

2.2 

3.8) 

2.6) 

Jails etc. 

)26.1 
.. 2.1) 

)34.6 

4.2) 

3.9 

)34 1 
3.2) 

)29.7 

2.9) 

Police. 

) 

15.2) 

) 

20.9) 

16.9 

) 

17.0) - 

) 

16.4) 

Beneficient Depart' 
ments. 

32.2 

25.0 

20.4 

32.1 

29.9 

Civil Works. 

81 

14,1 

5.3 

6.5 

7.9 

Other expendk 
ture. 

15.9 

12.6 

'3.8 

19.6 

19,2 

Total. ' 100.0 

100.0 

100.0 

100.0 . 

100.0 


(J) Includes Rs. 225 lakhs Transfcc to Land Revenue. Equalixation Fund 
includes 12.3 pet cent under debt services. 

(2) Expenditure under Development (Rs» 2t62 crores has been distribut 
over the various heads. 
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Thus purely administrative and protective functions cost 
Ihc Provinces about 30% of their total revenues. Police alone 
costs from 15 to 20 per cent* the highest under this head being 
spent In the N W.F.P. and the lowest in the Punjab. The cost of 
general administration is the highest in East Bengal and lowest 
in the Punjab cv en though expenditure on the elections, New 
Assembly and the Ministry has been provided for. Administration 
of Justice and Jails again are highest in East Bengal and lowest 
in the Punjab. ■* 

As regards expenditure on what arc known as the 
Beneficent Departments (which include expenditure, Health, 
Agriculture, Industry and Cooperation) the Punjab shares the 
highest proportion of its revenues on them. The normal 
expenditure on tnem is only 22% In East Bengal. But if expcndl' 
ture under Development Is also distributed according to 
departments this percentage reaches almost as high as of the 
Punjab. The lowest percentage on this account is spent by Sind, 
But this is partly due to the inflated figure of total expenditure 
which includes as high as 23 8% of the total under Direct 
Demands on Revenue which is actually a Saved Fund (The Land 
Revenue Equalisation Funds). If this Fund is taken out of the 
account the percentage spent by Sind on Beneficent Depart* 
menrs rises to 30% of the total expenditure which gives a correct 
relative idea of the Beneficent actividcs of this Province (') 

If we fuithcr break down the figures of expenditure on 
Beneficent Departments the following details arc revealed — 

Expenditure on Beneficent Departments (1951*52 B E.) 


Punl-b NWFP 3ind 
Ri %of R* %.of R». %of Rk %of 
Likhf totiLLabhftouI Lakhttottl Lakhi to<«L 
Education 309 ^4 0 75 64 6 1C5 64 S 2 IS 46 9 

Medical and Health. 163 2 3 6 2 3 2 0 0 2 8 17.2 9 4 ZOU 

AtrlcvItureandVetetlnarr 93 133 13 !IJ 25 154 111 239 

Ceoperation. 25 3 6 3 2,6 2 IJ 22 45 

Induttrlet 107 153 2 16 2 1 3 20 4 1 

Total 697 I COO 116 |0a0 162 ICOO 465 1000 


(1) It mar he pointed out here chat If the amount tran*ferrei from the 
rroceeat of the land Rerenue to the eapead ture tide In thli wiy ti co-jnted at 
revenue and not expenditure all tTudce'i S nd wh cS hive been iSowlnj 
de£cit« tlnce 1947'IS u-ill turn Intofurpluibu^cett sleU ne a •jrplui. 

(2) Oolr ncnstlbudcet expend ture IttndjJed sil*> other Prsvtncei. 
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Expenditure on Beneficent 'Departments has increased by 
about one third since the establishment of Pakistan. 'The 
increase, however, has varied considerably in different provinces 
£S is indicated in the table below; — 

INCREASE IN EXPENDITURE ON BENEFICENT 

DEPARTMENTS 


ft 

Punjab. 

N.W.F.P. 

Sind. 

East Bengal. 

1948-49 
Actuals 
Rs. Lakhs. 
492.0 

68.5 

151.7 

385.6 

1951-52 

B.E. 

Rs. Lakhs. 
697.6 

116.0 

162.0 

465.5 

Percentage 

increase 

‘41.9% 

70.0% 

6 7% 
20.0% 

Total. 

1097.8 

1441.1 

31.2% 


The largest increase has taken place in the case of N.W.RP. 
and smallest in the case of Sind. But this is not a test. * It also 
depends on the level of expenditure during the base year 
which may be quite satisfactory in comparison with other 
provinces even though the latter may have shown bigger 
increases. In the table below we compare relative positions of 
the Provinces with respect to their populations and expenditure 
incurred on Beneficent activities. 


Population Percentage expenditure 
Province. Percentage, on Beneficent Depart' 

menis. 



. 

1948-49 

1951-52 



B.E-. 

B.E. 

Punjab. 

26.4- 

44.9 

48 8 

N.W.F.P. 

8.0 

6.2 

8.0 

Sind; 

6.4 ■ 

13.9 

11.1 

East Bengal. ' 

59.2 

35.0 

32.1 

Total. 

100.0 

100.0 

100.0 


It would appear, therefore, that though Siild’s ^lative 
position' in the matter of expenditure on Beneficent Uepart' 
ments has slightly deteriorated in comparison with its popula- 
tion the Province is still better off than either N-W.F.R or hast 
Bengal. The Punjab is the best off among all the 
Not only is its relative position compared to it:s popuiati 
percentage high, it has further improved itself ih this . ' 

East Bengal needs greater expenditure on these ^ 

relation to her population, In her development progr 
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*for th^ year 1951*52 this Province has provided (under revenue 
:account) Rs. *207 lakhs^to be spent on these Departments. 
Expenditure on education and health is welfare expenditure 
par excellence. Below, we compare expenditure under these 
departments pc'r head of population. 



Expenditure on 

Population 

Expenditure 

Province., . 

Education and 

1951 

per head of 

Health 

Lakhs. 

population 

'Punjab.’ 

Rs. LaVhs. 


Rs. ' As. Ps. 

‘1.72 

1,88 

2-8-1 

N.W.F.P. 

98 

57 

1-11-6 


- 133- 

- 16 

2 - 14 - 3 

East Bengal. 

■3.12 

4,21 

0 - 11 - to 

-Total. 

; 10,15 

7,12 

1-6-9^ 


• Sind spends highest per head on education and health 
and East Bcnpil again lowest. Tnc Punjab stands only a 
little below Sind. Taking the Provinces collectively we arc 
’•‘spending less than-Rs. l/8/'a year on the basic needs of 
education and health. Of course* some money Is spent by the 
; local bodies and also some by the Centre. But even if the 
]whole expenditure were to be included It is doubtful whether 
the per head figure will go beyond Rs. 2 for the whole of 
‘ Pakistan. This is a .very unsatisfactory state of affairs for which 
ithc main factor responsible Is the poorly developed resources of 
'the couhtry. It is not so much a case of mal'distribution of 
^o^pcndicurc as of the mcagrcncss oi the ultimate pool of 
' national income from which this expenditure has to be incurred. 
'There Is little room for improvement through mere real* 
location because the expenditure on protective and basic admi- 
hlsttatlvc functions cannot be reduced to any significant degree 
without having other' serious rcpurcusslons on national life. 
The real remedy lies In increasing efforts at the development of 
.out sources. This brings us to the study of capital expenditure 
of the provinces. • , . . 

(9) Capital Expenditure of Provinces. We give below a 
“consolidated slate of capital expenditure Incurred by the pro- 
vinces from the time of the partition I e. from 1947*43 (Actuals) 
to l95CbSl (R.E). We have not Included Budget Estimates for 
i951'52 because we cannot 'say how much of the budgeted 
Capital Expenditure will be actually incurred. The part 
experience is that only a small proportion of the bud* 
j:etcd expenditure is actually incutrcd. This failure - to 
fpend is usually due to dtisculties of getting materials and 
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equipment^ required for the project. In a later section we 
shall mention the capital expenditure planned on the various 
projects for 1951-52 

Aggregate Capital Expenditure Incurred 

From 1947 — 48 (Actuals) to > 

1950'51 (R.E.) 

land Percentage Spent On Various Accounts. 


Total expenditure 
Rs. Crotes. 

Punjab. 

22.89 

N.W.F..P. 

2.61 

Sind. 

8.30 

East 

Bengal. 

9.93 

Total All 
Provinces. 
43.73 




Z of 

Z of 

Z of 

1 

total. 

total. 

total 

total 

total. 

Irrigation. 

62 

Negligible. 

45.8 


41 

Civil Works. 

29 

Negligible. 

-2.0 

55 

27 

Electricity. 

21 

96 

0.6 


17 

State Trading. ) 

' ) 


55.6 

34 

15 

) 

-12 ( 

4 



' 

Other items. ) 

) 


- 

I.l 


Total. 

100.0 

100.0 

100.0 

liJao 

1C0.0 


Thus Punjab has concentrated mostly on the development of 
irrigation schemes, N.W.F.P. on Electricity, Sind on State 
Trading followed by irrigation and East Bengal Civil Works 
and State Trading, Apart from Irrigational facilities agriculture 
has not received adequate attention nor has industry. Capital 
investment in agriculture in the interest of its modernization 
will require far reaching reforms in the system of land tenure. 
-Without this perhaps the only thing that can be done apart 
from extension of irrigation through canal and tube wells is the 
production and supply of artificial manures at concession rates. 
.The Central Government is tackling this problem at their level. 
Further investments could be made to counter the menace or 
water logging and that of soil erosion. These should receive 
more urgent and effective attention in a province like the 
Punjab than hitherto. 'f 

As regards industrial development the Government has 
left this activity to private enterprise and perhaps under the 
present Circumstances there is no other alternative, ou 
establishment of trade estates, like the one set up at Karacni, in 
important places .by various Provincial Governments .cou 
accelrate the process of industrial development through > 

initiative. Provincial Committees capable of ® ^ 

advice regarding the location of such estates should be ^PP , 
ed without undue delay. With the nationalization o 
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transport another field of profitable Investment will be available 
to the Provincial Governments and It Is hoped full advantasc 
will be taken of it. It will brin^ good profits and will also 
improve the service for the people. 

10. — ^Provincial Capital Budgets For 1951-52. In the 
table that follows arc given provisions made by provinces on 
capital account for various development purposes for the 
year 1951-52. 



Punjab 

Rj. 

Lakhs. 

N.W.F.P. 

Rs. 

Lakhs. 

Slnil 

Ri*. 

Lakhs. 

East 

Bcneal 

Rs. 

Lakhs. 

Total 

Rs. 

Lakhs, 

%of 

total 

Irrigation 

4,50 

28 

451 



829 

27.6 

Industry .. 

1,50 

5 

— 

54 

209 

6,9 

Civil Works... 

3,14 

7 

117 

6H 

1072 

35.7 

Agriculture **• 

26 

— 

4 

25 

55 

1.5 

Electricity ... 

5,74 

193 

— 

— 

772 

2.55 

State Trading 

.-90 

-54 

-78 

25 

-197 

--6D 

Others 

44 

22 

36 

63 

265 

8.8 

Total ... 

14,63 

206 

530 

801 

30,05 100.0 


Thus the Provinces have budgeted the huge sum of over 
Rs. 30 crores under Capital expenditure. About half of this has 
been budgeted by the Punjab about one quarter by East Bengali 
about on sixth by Sind and the remaining by N.W.F.P. 

The Punjab has provided generously for Electricity 
Schemes. Irrigation Projects and Civil Works. A fair amount 
(Rs. 11 Crores) is also being spent on industrial development and 
some on agricultural development and research, Some of the Irrl» 
gatlonal Projects arc now In their Use stages of completion and arc 
expected to be completed before the present financial year ends. 
These arc Rasul Hydel Project, Banbanwah Ravl-Bcdlan Link. 
Thai Irrigation Scheme Is making good progress and two Ukh 
acres of land will be developed during the year. The RaiuJ 
Tube-well project aims ot finking 1816 tubc-wrllf of which 1327 
have alicady been sunk. The scheme If also expected to be 
completed during the year. Work will be started on the Mlanwali 
Hydrcrclcctrlc project and the work Isslreidf In progress 
the Lyallpur Thermal Station. 
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Other schemes to be undertaken during 'the year are- 
Rehabilitation of abandoned undertakings (Rs., 55 lakhs), 
construction of roads and buildings (Rs. 3.14 crores), purchase 
of new buses and extension of various bus services. Ks. 2 crores 
have been provided for setting up of four spinning and weaving 
Mills in the Province. 

The Sind Government has made provision mainly for 
construction of irrigacional works and civil works. The prov- 
ision of Rs. 4.50 crores is mainly for the colossal Lower Sind 
Barrage the work on which has been proceeding for some years 
now. A provision of Rs. 67 lakhs has been made for the 
construction of new roads and Rs. 27 lakhs for the maintenance 
of the existing roads. The scheme for hationalsiation of 
transport will be further pursued. An Industrial Trade Estate 
is under contemphtion for Hyderabad. The Government has 
decided - to set up a Textile Mill and a Ceniehc Factory; a Paper 
and Cardboard Factory is under consideration. The first two 
factories will cost Rs. 2h crores. The budget provision under 
capital is Rs 5.30 crores but the Finance Minister anticipated 
that the development expenditure during 1951'52 will rise to 
Rs. 11 to 12 crores^ — a major portion of which will be financed 
from development loans from the centre. “Some of the major 
schemes including the Lower Sind Barrage Project have already 
been forwarded by the Central Government to the World Bank 
for obtaining loans to cover the expenditure to be incurred in 
f oreigncurrencies L” 

The N.W.F.P. has provided over Rs. 2. crores for capital 
expenditure. If the profits from State Trading are taken into 
account the expenditure is Rs. 260 lakhs. Of this about Rs. 200 
lakhs will be spent upon electricity schemes and about, Rs. 30 
lakhs on irrigation. Under Electricity Rs. 57 lakhs- are provided 
for the expansion of Malakand Hydro'electric schema and 
Installation of Thermo Plant at Tank, Rs. 56,39 lakhs for Durgai 
scheme and Rs. 93.45 for Warsak Project. 

The Province of East Bengal has provided Rs. 6.34 crores 

out of the total capital expenditure of . Rs. 8 crores tor cm 
works. and Rs. 54 lakhs for industrial development, j 
agricultural development and a similar amount tinder a 
Tiading. Of the Rs. 6 crores and. odd to be spent on civil * 
Rs. 3 crores will be spent on road making and a similar amo 
on construction of buildings. • 


(1) Sind Budget Speech 1951-52 P. 3. 
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The amount of Rs. 54 lalchs allotted under industries is to be 
spent'*" ' ••Ural and thermo (Rs. 40 lakhs), 

equipr • mics Institute, Textile Institute 

and 1 . • ntly established. The Rs. 25 

lakhs . • will be spent upon schemes 

of power* pump and mechanical cultivation and on seed 
multiplication farms. 

The capital expenditure Is conditioned by two factors (c) 
availability of necessary loans from the centre and (h) 
availability, of essential material and equipment. The second 
dilHcuIty is of greater importance and has been chiefly 
responsible for capital programmes being left unimpicmented in 
the past. I 

^ . 12 . Concluding Remarks. In conclusion a few remarks 

maybe made about the over all financial position of individual 
provinces. A reference to the appendix attached would show 
that the Punjab rapidly recovered from its deficit budgetary 
position from the, year 1949'50 onwards ; East Bengal has been 
having continuous deficit, since 1949*50 ; N.W.RP. has snown 
deficits all along, except for a slight surplus of 8 lakhs for 
the year 1950^51 ; Sind has throughout shown deficits since the 
partition. 

The financial position of the Punjab Is soundest of all the 
provinces. Its revenue and expenditure almost reached the 
level of the pre^artition days when the Punjab was a much 
bigger province chan ic is now. Its recovery is remarkable 
considering the face that this province has had to spend about 
Rs. 10 crorcs directly on the rehabilitation of the refugees. Its 
expenditure on the Beneficent Departments is highest in relation 
to the total expenditure and next to the highest in relation to 
its population. Out of the beneficent activities it has concentra' 
ted on the basic needs of the people with respect to education 
and public health. Ic is spending the highest amount un capital 
account for devclopmcnrai purposes compared to other 
provinces, while its expenditure on protective functions and 
routine administration is the lowest in relation to the total 
I c venue expenditure. Its irrigational development programme in* 
augrated alter the partition Is in the last stages of its completion. 
These arc remarkable achievements. The secret of these 

' ' fertile land along with 

: • : • • , ■ systems that it possesses. 

*■ ■ ■ • ' .■ V , . the sound common sense 

and capacity for sustained work possessed by the people of this 
province. It has its problems, among which the most serious 
is that of watcf'logging which Is undermining the best asset 
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of its economy. Further, it is burdened with the largest number 
of refugees, much greater than those who left this province for 
India, Its land system requires some radical reforms before its 
land resources could be propertly utilised. In spite of all that, 
however, the Punjab is a prosperous province and can be rightly 
proud of its achievements during the lak four years. • With 
greater development of industry and reorganization ’ of its 
agricultural economy on right lines the province ■ has a very 
bright future indeed. - > 

The other wing of Pakistan, the province' of East Bengal;' 
is not so fortunate. Its population pressure is extremely high 
and its resources due to past neglect have remained 
undeveloped. Instead of having a first class irrigation"^ system 
the province suffers from over supply of water causing floosds 
and swamps and periodic disturbances in the normal processes 
of trade and commerce. Its chief asset is the jute. crop, the 
fortunes of which depend upon the goodwill of India and a few 
other foreign markets. The export duty on jute is the most 
important single source of its revenue.' Its agricultural system 
specially the system of land tenure is out'moded and hinders 
economic progress. The degree of urbanization is small and 
the standard of life of the people among the lowest in the 
world. The province has however, made honest efforts to put 
its house in order. In spite of initial difficulties it managed to 
show surplus budgets for the years 1947-48 and 1948'49. The 
recent deficits are a consequence of the trade deadlock arising 
out of the currency controversy with India and of civil disturbs 
ces of 1950. Moreover, the province has been increasing its 
expenditure on development and social uplift at a rapid rate. 
With the return of normal trade relations with India it is 
hoped that the province will be able to show balanced budgets 
again. Moreover, the total deficit that has been shown upto the 
end* of the year 1951-52 comes to about Rs. 10 crores, while a 
sum of Rs. 12.72 crores is due to this province by the Indian 
province of West Bengal on prepartition account. So the pro' 
Vince has not been spending beyond its assets. The loans 
it has taken from the Centre for developmental activities have 
already been' partly paid back. Its developmental programme 
mainly consists of building activities and extension ot ® 
but industrial development is not being neglected. vJn the 
whole the province is making vigorous efforts towards raising 
economic standards and deserves every assistance* 

The North West Frontier Province remains the ®ost 
undeveloped of all the provinces of Pakistari. Its revenues a 
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not enough to carrf on Us normal governmental octivlties. The 
province depends upon a yearly subvcnslon of Rs. 1 crorc from 
the Centre which forms about one quarter of its total 
revenues. The province, however, is making every effort to 
bring itself to the level of the most developed provinces of the 
country. More and more money is being spent on education 
and health even though the highest proportion of its 
expenditure has to be devoted to the preservation of *law and 
order. In the developmental field it has concentrated mosly 
on schemes of electricity in which good progress has already 
been made. A fair amount of money has also been spent on 
the construction of new irrigation works. The vigorous efforts 
of the province need every encouragement. 

Finally, as regards, the province of Sind, looking at its 
balance sheet as given in the budget, one would think that It 
is one of the most unfortunate provinces of Pakistani. Every 
year its Finance Minister complains of the deficit character of 
its budget. In the latest budget he drew attention to the actual 
revenue deficit for the years 1947-48 and 1948*49 which were of 
the order of Rs. 129 lakhs and 63 lakhs respectively. The 
actual for 1949*50 revealed a deficit of 89 lakhs. The revised 
estimates of the current financial year show n total deficit of 
92.6 Ukhs against 61.7 lakhs originally anticipated. According 
to the provincial Finance Minister “for the last few years this 
province has been living on the reserves occummulatcd In the 
past from which these deficits of the order of nearly a crorc per 
annum have been met.* “ 

A closer examination of the way in which budgets of 
this province arc framed will show that far from being & 
deficit province Sind is actually a surplus province. 

Every year any excess over Rs. 2.75 crorci in the “ Ordinary 
Revenue “ collections Is trensfened to whet It known as the 
Land Revenue Equalisation Fund. This Fund was created by 
the Land Revenue ^ualisatian Fund Act of 1947 presumably to 
meet any .deficiency that might arise In the land revenue 
collections in bad years from chcexcess, over the basic minimum 
collected, in good years. This transfer is shown under “Direct 
Demand on Revenue", Normally in other provinces “ Direct 
Demand on Revenue" is constituted by the costs Involved 
in revenue coilcctlons. This converts what ordinarily should be 
I surplus budget on revenue account into a deficit budget. 


(1^ Bodset $pt*A (Siad) 19SM2 E L 
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Looking into this transfer since tLe partition we -Bnd that 'it was 
only in one year > 1948-49 (actuals) that rRs. 1.86 was withdrawn 
frptn this Fund. In every other year there has been 'a net 
addition to it. Between 1948-49 and 1951-52 there has been a 
net increase of over Rs, 6 crores in this Fund. The total deficit 
since that year has been less than Rs. S crores. The , balance 
outstanding in the Fund at the end of the year T95F52‘ is 
estimated to be over Rs. 11 crores. It would seem, therefore, that 
the financial position of Sind is not really as bad as -the 
impression conveyed by the statistical balancing of revenue 
accounts. It may. be recalled that this province spends the 
highest amount per head on the Beneficent Departments. . ■ 

Taking all the provinces together therefore one may say 
that in spite of the adverse effects of the partition they are on 
the road to financial and economic recovery. This pace is not 
uniform in various provinces but the movement is in the . right 
direction. All that these Governments have to do is to accel^ 
rate the pace of development, in co-ordination and co-operatipO 
with the plans envisaged by the Central Government. 



Appendix. Provincial Revenue Receipts and Expenditure. 
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( 1 ) SH^ht iirptu* of Rs. 18,000 


